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PROCEEDI NGS

DR. W LENSKY: Welcone everyone. W're in our not
formal |y schedul ed part of a summer neeting to discuss the
graduat e nedi cal education recommendati ons and franmework for
our August report. CGbviously, this has generated a fair
anount of interest on the part of the public and we wel cone
peopl e here during this part of our discussion. There wll,
of course, be opportunities for public comrent during the
day. We haven't decided yet, in part on how | ong the
di scussi on appears to go and how we break up this
di scussion, as to whether we'll do nore than one public
comment or wait until the end of the day for the public
coment .

We have sone issues, sone general issues that we
want to discuss in addition to the specifics about the
report, and | thought naybe what we can do is start the
meeting with a general discussion about issues of what we
see being in our August report and the context of whether we
want to have a di scussion about what we anticipate follow ng
t he August report in terns of additional reports, either as

stand-al one reports or as a part of our March paynment report
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for the year 2000. W don't need to nmake a deci si on about
whet her we will have a second stand-al one report or have it
part of other reports, but the issue of how we franme the
presentation that we are going to be naking to the Congress
next nonth | think is an inportant issue.

So why don't we start with some di scussion about
how we want to position the report that we are going to be
maki ng, in particular because | think as all of you are well
aware, that the specific inplications for what paynment
policy changes would ook like will require sone additional
wor k. Sonme work has been done, but sone additional work
that will ook at alternative nodels for naking the
estimation of |ooking at the cost associated with providing
care in teaching hospitals, and what that means for
additional cost to patient care, and how it m ght be
di stributed, et cetera.

And t hat when we have a | arger anmount of
information available in terns of what the enpirical
inplications are we can al so di scuss sone of the specifics,
al t hough we can have a general discussion now, about the
desirability of phasing in, the various strategies for

phase-in that have existed in the Medicare program and that
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this comm ssion and its predecessor conm ssions have
considered in the past when they're tal king about that in
general discussion.

MR. MacBAIN. | think in |ooking over the draft
that we've got before us now, |I'mnost confortable with it
if I viewit as the first draft of what would be the first
chapter in a nore extensive report dealing with the broader
mandate in the Bal anced Budget Act; a chapter that discusses
a change in the theoretical approach to graduate nedica
educati on and how we | ook at graduate nedical education, but
w th subsequent chapters to cone dealing with policy
recommendat i ons.

It seens to me that what we have here is a
di fferent approach to the issue based on good econonic
theory, but |I'mlooking for additional chapters to provide
sone enpirical substantiation for that and sonme sinulation
of what would |ikely happen. But not sinply releasing this
by itself and saying, this is the report w thout indicating
it's prelimnary, it's a first step, it's the first chapter,
and it's a change in the construct but not necessarily a set
of specific policy recomendati ons.

DR. LAVE: | assunme we're going to go through sone
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general overview coments and then conme back

DR W LENSKY: Yes.

DR. LAVE: M general overview coment is that |
think we need to spend nore tinme |aying out how we got where
we got, and what the full inplications of this are. |[|'ve
been listening to the discussion. It seens to ne that the
nmodel that we're using an econom ¢ nodel that tal ks about
how it is that the residents -- the cost of education is
really borne. Wat we don't talk about, and the nore that |
think about it the nore critical | think it is, is sort of
that the conpetitive nodel assunes a conpetitive product
mar ket where the product -- let nme conme back to what the
probl emis.

You have to be able to sell the product, so we
have to think about what the product is. As |I've been
t hi nki ng about -- it works, it seens to nme, in certain
environments for certain types of things and maybe it works
best for graduate nedical education and academ c teaching
hospitals. But we are clearly asked to think about
different settings. So | think that we have to be concerned
about how the different products in which the residents in

fact are involved are going to be priced to think about the
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full inplication of this.

The way that we are thinking about it at the
moment is really on -- sort of a reflection of a cost-based
nodel. And | think the best nodel for dealing with this is
actually in the hospitals. But | think about the
conversation that we were having before people cane in which
had to do with geriatricians. But many of the products that
geriatricians sell, where they would be getting their
training, so to speak, are things like geriatric assessnent:
various kinds of products for which in fact we don't have a
very good market or a very good price associ at ed.

DR RONE: O any paynent.

DR. LAVE: O any paynent. This is really what
|"mgetting at, is that it seens to nme that the best -- that
it works reasonably well for the hospital setting, and |
concerned about the fact that it may have inplications for
the practice of nmedicine that at |east we need to discuss in
terms of howit is that people in fact are going to be
trai ned, because it all involves the product.

|"m being terribly inarticulate, but | think that
we have to be clearer about how this nodel that we are

basi ng our recommendations actually can be applied to the
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health care arena, and what the inplications are of applying
it to the health care arena. As | said, | think that in the
past --

DR. WLENSKY: Judy, let nme just back up. It
strikes nme that your issue -- and we clearly need to cone
back to it -- is wth regard to recommendation five, a very
speci fi c recommendati on.

DR. LAVE: Ckay, | have another comment that |
want to make.

DR, WLENSKY: I1'mjust alittle concerned that we
start with a nore general level on this issue.

DR. LAVE: M sense is that the recomendati ons
that we currently have can be very easily transferred to a
framework. That that is not a -- the recommendations really
are a framework for thinking about things, and that we may
be nore confortable tal king about a framework. But they are
so unspecified and |l ack so nuch detail that they really are
consistent with the framework approach as opposed to a
reconmmendati on.

MR. JOHNSON: | won't belabor this other than I'd
say, Judy, I'mnot sure we've denonstrated that this works

best for teaching hospitals. But | think overall in terns
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of the report I would be nore confortable if these were not
recomendati ons and were put forward as a concept ual
framework with our thinking, identifying the issues we hope
to address here. Then also even raising in the report sone
of the questions that have cone up, and the fact that we'l|
be back when we have the anal ytical basis to form actua
recomendati ons and see how this concept has played out.

DR RONE: 1'd like to address -- | certainly
agree that this is a conceptual framework. 1It's going to
attract a lot of attention and analysis and response. |
think if we put it in the framework of a conceptua
framework or introduction -- | think it's been a year since
| used the word prol egonenon, so |I'd like to get that on the
record -- that that's really where we are. | find it very
stinmulating, and I"'mstill trying to get ny head around it,
and | think Joe has made a real contribution here.

I'"d like to address the conceptual issue with
respect to education. As | understand it, the proposal
basically says, we're not going to pay for -- the Medicare
program shoul d not be paying for education. It should be
provi ding access to high quality, efficient services for the

beneficiaries. So we're going to get rid of this education
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| abel and we're going to have an enhanced patient care

| abel . There are people, of course, who would be very
concerned about that because they think that the educational
piece is core froma conceptual point of view

In listening to what Spence says and listening to
our prior discussion about geriatricians reflected in Judy's
comments, | wonder whether or not it mght be appropriate
for us to include in the conceptual framework a concept or a
statenent that the Medicare program m ght appropriately
i nfl uence education in an indirect way.

That is, if the Medicare program policies are
constructed in such a way to enhance access to what we think
are inportant services that are currently not fully
avail abl e, either by pricing or whatever else, in order to
facilitate in this market-driven approach we're taking,
facilitate the availability of these services which we
believe are valuable for the beneficiaries, then presumably
peopl e have to get educated in those services. You have to
train those geriatricians or sonething.

So that it would be appropriate for us to
recogni ze that Medicare paynent policies would have an

effect on the educational process wthout directly
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subsidizing, if you will, the education.

DR. WLENSKY: Do you just a doubt in your m nd
that if there were substantially increased paynents for
geriatric services that Medicare woul d have go subsidize a
geriatric training programas opposed to having that pop up
because people realize that this is now an area in which
there was not only "need" but there was a way to get
paynment? The notion isn't that there is a problemin
getting it supplied because there's sone problemin the
conpetitive supply --

DR. ROAE: | think quite frankly, Gl --

DR. WLENSKY: But it's just a question of what
the services are paid for

DR. RONE: Let ne respond to your question because
| think that -- the problemis that the geriatric training
prograns are funded in a different way than the
geriatricians. Currently, there are a lot of geriatric
training prograns in the United States which are vacant.
There are nore geriatric training prograns avail able than
there are good applicants.

DR. W LENSKY: Doesn't surprise ne.

DR. RONE: So we would not get, | think, requests
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to fund the geriatric training prograns. | disagree with
you there.

The problemis that once sonebody is done with the
geriatric training program-- and there have been a | ot of
foundations, Hartford and Brookdal e and ot hers that have
funded these. They can't nmake a living. That the paynents
for the services that the geriatricians provide are not
adequate. So there is a disincentive to go into geriatrics
unless you're a trained internist or famly practitioner.

So what I"'msaying is, that if the Medicare
paynment policies were such that they adequately conpensated
peopl e for these conprehensive geriatric assessnents that
m ght take an hour and-a-half to do and they get paid for
"one visit" that kind of thing, or end of life care, that
woul d then have a beneficial effect on education of that
group of people because there would be an incentive to go
in. That's what | was saying.

DR. LAVE: Jack has said very nicely what it is
that | was trying to say, and that we don't tal k about in
the report, which | think is very critical to talk about in
the report. That is that in fact that we have to recognize

in the report that the workforce will be contingent upon
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what it is that is paid for in this society, and that we in
fact are interested in the Medicare program And that in
fact if we do not believe that there are an adequate -- if
it is not believed that there are enough geriatricians
around, which I think we have to address directly, the
guestion is, do you want to address that through fiddling
around with the hospital paynent policy or worry nore
directly about the products in fact that geriatricians would
pr oduce?

| think that that's what |I'm saying. There has to
be sonme |inkage about the overall environnment within which
t hese services are being paid, and we mss all of that kind
of discussion and what it is in fact that we are doing in
terms of this report. | think that that is why it is that
t he whol e di scussi on about how we think the system works has
to be elaborated in nmuch nore detail than is in this report.

The nodel of graduate nedical education and why it
is that we think that paying for products, which is what we
are tal king about, paying for products produced by graduate
medi cal education, will in fact generate the right supply is
sonething that has to be in here and el aborated. And |

t hi nk sone exanpl es about where people see problens, |ike
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problenms with pediatricians, or problens with geriatricians,
i's probably not because we don't pay for training
adequately. It's because we don't pay for the services that
t hey provide.

DR. RONE: That's a distinction.

DR LAVE: And | think that has to be in here very
clearly.

DR. WLENSKY: 1'mgoing to let this discussion
play out just a little nore. Then | want Murray to take
what has started off and to back up so we can bring our
audience with us in terns of what the discussion is.

DR. NEWHOUSE: On this point that we' ve been
di scussing here, | have two points on this first discussion.
We need to keep in our mnds the distinction between the
gquestion of what the program should do, the overall goal,
and the question of what the current GVE paynents in fact
are doing, or are paying for. It seens to ne that latter --
we have recommendations that are at both levels. O the
framework, let me put it that way, really goes to the second
point: what in fact the current GVE paynents are doing.

VWat we're saying is, they're really paying for a

di fferent product at teaching hospitals, a different patient
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care product, and we're willing to recognize that. Now
there's a whole other, alnost infinite raft of issues about
what the program should do beyond that that go to |ike, what
shoul d we be doi ng about geriatricians and so on? But |
think it wll help us if we keep the question of what the
current GVE paynent, which this report is about, is doing,
separate from what the broad Medicare program shoul d do.

Then to the larger issue about, do we have
recommendati ons or do we have a framework? | think what |
read this as is saying, we are recomendi ng a franeworKk.
What | don't buy is that we need nunbers to do that. It
doesn't seemto ne that the nunbers dictate the franmework.
It seens to me that the framework dictates the nunbers.
That is, we have -- | understand that people, of course,
will be interested in who wins and who | oses. That's a
di fferent issue.

But the analogy it seens to ne is with the
national income and product accounts. W set up definitions
of what constitutes consunption, what constitutes
i nvestment, what constitutes governnment spending and so
forth, and then that dictates the nunbers that the

Depart ment of Commrerce conmes out with every quarter on what
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is consunption, what is investnent, and so forth. The
nunbers don't substantiate the framework. There is no way |
think to substantiate the franework enpirically. W say
this is the framework and the nunbers will fit into that
f ramewor k.

DR. ROAE: But our role, traditionally I thought,

was not just to create a framework but to create the

nunbers.

DR. NEWHOUSE: We will create the nunbers. The
issue is, can you sumup -- do the nunbers in sone way
val idate the framework? The answer is, | don't think so. |

think the nunbers wll be the nunbers.

DR. WLENSKY: | think we do need to be very
careful in indicating that this report will be part of one
or nore followon reports and the kinds of information that
wll be available in the followon report. But the issue
about -- and | guess this is a question that each of you may
have to ask yourself is that is your support of how we | ook
at this issue of trying to nake paynents for enhanced
patient care so that patients wll be able to get access to
services in places that we know are nore expensive? That's

really where we're at now.
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s who's the wi nner and who's the | oser going to
-- Is that going to influence whether you believe this is a
better way to think about this or not? | think that Joe and
| are saying that this is an approach that we have been
tal ki ng about now since April. There are a |ot of ways that
you can cushi on what happens to losers in terns of |limt in
any one year, of holding themwhere they are now and | etting
the world grow to the new place, of taking two, five, 10
years. There's already sone issue about whether 10 years
was really enough for the capital paynents.

But whether or not how we're thinking about this
is a better way to think about paynents, whether it nakes
nore sense, whether it actually recognizes in part sonme of
what has been going on and what we want to nmeke sure
happens, | don't know that the nunbers -- | agree wth Joe's
concept. You can look at the enpirical inplications of what
these distributions will ook |Iike when you change them but
it doesn't validate whether this is a better way to | ook at
t he issue.

That's really, | think, what we're here today to
tal k about once again is to say, are we now confortable

saying, this is howwe're looking at this issue? And the
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inplications that it has are in sone -- there are sone
specifics we can do now, but there are a lot of, here's what
we woul d specifically recommend with regard to paynent
changes that will require three or four nonths of additional
wor K.

DR. BRAUN. W' ve been tal king about training of
geriatricians as this conversation went on, but |I'm
wondering if we don't have a nuch broader -- Medicare
doesn't have a nmuch broader responsibility, which will fit
into enhanced patient care, of young physicians and ot her
heal th professionals actually |earning how to take care of
ol der patients; people that can't see as well, that can't
hear as well, that don't brain process as fast. That
certainly is part of enhanced patient care in a teaching
hospi t al

"' mwondering if we shouldn't maybe meke t hat
explicit as we're tal king about enhanced patient care. But
there is a difference in treating ol der people and hopefully
all physicians, not just geriatricians, will l|earn through
this experience in a teaching hospital.

MR. MacBAIN. | agree with what Joe was sayi ng,

but | would like to see what he was said distilled and nade
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part of this report, say explicitly that what we're
recommending at this stage is a change in the franework, a
change in the way we think about graduate nedi cal education.
And based on that change, in future chapters we'll deal with
sone specific policy issues. W're not ready to do that

yet.

Also in terns of the nunbers even at this stage,
|"d really like to see if staff could take a | ook at the
guestion of whether the econom c theory underpinning this
change is itself anmenable to enpirical validation drawn from
teaching hospital data. | was talking to Craig about this
earlier alittle bit and he thought maybe the New York
experinment would yield sone valuable data, and | don't know
if there's other sources as well.

But it would be helpful if we could find sonme way
to substantiate the fornmula that was in here sonewhere that
t he econom ¢ val ue derived by the hospital from having
residents is at |east equal to the cost of having the
residents, in terns of the direct teaching cost and their
salary. |If we can denonstrate that, it will nake it easier
for people to understand the econom c theory underlying this

and | think it will help solve the concept nore
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realistically. But for stage one, to go back to what Joe
said, if we can distill his remarks and make that part of
one of the first couple of paragraphs it would make this

easier for ne to get behind.

DR. LOOP: I1'dlike to see a little bit |less of
t he phil osophy, particularly wwth regard to the anal ogy to
the conpetitive | abor market. | don't think graduate
medi cal education really fits into that nodel. | think that
t he docunent al so ignores the need to train physicians.
Because one of the best investnents that we have in Anmerica
is the funding of science and graduate nedi cal educati on,
because fromthose two aspects cone all the advances in
medi ci ne.

The other thing in reading through this that
struck me is that one of the big problens that is not easily
seen in this draft docunent is the problem of
di sproportionate paynent right now This is what we have to
get tois a fair national paynent rate. | would |like to see
a statement of the problemat the beginning of this, after
perhaps the prelimnary chapter. The problemis
di sproportionate paynent, and that eventually has to get

snoot hed out, no matter what you call it.
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DR. WLENSKY: Do you want to talk a little nore
about what you're thinking about it?

DR. LOOP: You have folded the DMVE into the | Mg
and in effect that could be a fair national paynent rate.

DR. W LENSKY: Maybe we'll talk sonme nore about
what el se you're thinking about when you tal k about fair
nati onal paynent rate.

DR. ROAE: Can | ask a question? Floyd, | think
there's been a | ot of concern about the variability in

paynments fromregion to region and one type of institution

to another. | think it would be fair to say that
variability, per se, is not evil. It depends on what its
basis is, whether it was politically notivated or what. |If

the variability is based on cost, or in fact on audited
reports or on a fornmula which was agreed upon that was based
on sone expenses, then that's true variability.

| woul d expect what you're saying is that we need
to make sure that the variability is reflective of the
actual expenditures rather than sone other el enents.

DR, LOOP: It's reflective of the cost, and the
variation should be related to | ocal factors.

DR ROWE: That's what | nean, |ocal factors
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i ncl udi ng wages and ot her factors.

DR. LOOP: Correct. There has to be sone
vari ation.

DR. LAVE: | think that | agree with Joe that this
is an appropriate framework for thinking about how we ought
to be incorporating paynments for graduate nedical education
and how we have shifted our way of thinking about this. It
seens to nme there are sone principles that fall from paynent
out of this, and then there is a discussion about
alternative ways that this can be inplenented. W have sone
di scussion about that in there, and we may want to raise
t his.

| think it m ght behoove us, as | listen to the
di scussion around the table, to maybe have a section that
says, this really is fundanentally different fromthe way we
have thought about this in the past. Because this is
extraordinarily, fundanentally different fromthe way we
have thought about it in the past, because the concept of
direct graduate nedical education totally disappears, and
wth it any -- about why is it we're paying for nore or |ess
or anything else. | do think that that has to be included

in this report, because as | |istened to the discussion
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around the table, we really veer in and out to the fact that
we' ve changed our franmework, but naybe we haven't quite
changed it.

So | do believe that there should be a section
that says, this is the way we've done it in the past. These
are the inplications about how we've done it in the past.
These are problens that people have seen with the way that
we've done it in the past. But let ne tell you, we are
asking you to change your m nd-set about howit is that you
t hi nk about this problem and it probably won't be hel pful
to swtch that nmuch back and forth between the two concepts.
That has to be a very significant part | think of what we
are doi ng.

DR. WLENSKY: And as we can see, to keep
rem ndi ng people the reason that we're now nmaking a
recomendation is, this is what we're trying to do. W're
not trying to do sonething el se.

DR. LONG | just wanted to underline a couple of
t hings that have been said. First, this whole notion of a
paradi gm shift, a sea change in thought is the centerpiece
of what | think we've been up to for the |ast several

months. This notion that the way we enhance access to



10

11

12

13

14

15

16

17

18

19

20

21

22

23

quality care for our beneficiaries is best achieved through
paying for what it is we want, creating demand, supply w |
followin the kind of econony that we have. Sinply
subsi di zing supply doesn't do it. You' re pushing on that
string.

This notion of a dramatically different m ndset, a
conpletely new framework, | can't inmagi ne what woul d better
fit under the | abel that | have in ny head under the word
recommendati on. Recomendation to nme doesn't mnean
| egi sl ative | anguage or specific nunbers. |In this sense, we
are making a recomendation that asks the |egislative and
executive branches of this governnent to change the way they
have been thinking since 1966.

| think that is exactly what a recomrendati on
ought to be.

MR. SHEA: | |ike a conbination of what Bill and
Joe were saying about what this is. | would say that we
want to put forward, or we are putting forward, or we're
recommendi ng a franmework for |ooking at this. To ne that
inplies that we m ght want to back off sonme of the
specificity in the recomendati ons because |'mjust not sure

that you get fromAto B, or we get fromAto B, in this one
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docunent .

| do think that it's inportant that the notion of
payi ng for patient services, appropriate patient services,
include in an explicit way the notion of education and
preparation of the right kind of practitioners for that
popul ation. | thought Bea's point was very good, not just
the geriatrician but the right kind of preparation for
practitioners across the board who will encounter these
beneficiaries or who the beneficiaries wll encounter in the
course of getting those services.

And then lastly, | think we should just be careful
in how we phrase this concept, and in particularly in sone
of the phrasing where we try to point out what's not in this
concept, so that the phrase not fulfulling broad soci al
objectives, I"'mnot sure is useful in this context. And
then specifically sonme of the points about unconpensated
care, as we were tal king about before.

| think we should try to stay with defining what
we're trying to do here, because it's another big step to
then say and this doesn't nean all these other things.
Because right now sone of those other things are mxed in

here. And if we had the freedomto redesign the whol e
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situation, sure, that would be one thing. But we have to
think about this as howit will be read in the context of
current policy and current operations of the program

M5. RAPHAEL: Since I'mfairly newto this I'm
trying to synthesize what | think I'mhearing. What |I'm
hearing is that we're trying to make Medicare a nore
effective program and nmeke sure that the dollars are used to
attain what we want to attain in the programand that, in
fact, GVE dollars pay for a differentiated product at
teaching hospitals, and we're trying to capture the
contribution that residents make to that differentiated
pr oduct .

Ckay, then | guess | need to better understand the
rel ati onship between that differentiated product and
residents, because I'mnot entirely clear on that.

The other thing that I'"'mnot entirely clear on is
this issue of whether or not, by the enhanced patient rate,
we can indirectly in fact affect educational policy and what
happens in our educational institutions.

And in line with that, if Medicare detects either
access problens or determnes that there are ways to better

deliver care, how woul d that sonmehow be incorporated into
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t he enhanced patient rate and kind of purchasing behavi or.

So that's where | kind of feel | need sone
clarification.

DR. NEWHOUSE: Let ne respond to this |last point
Carol raised first. W're not trying to isolate the
contribution the residents nake. W're saying -- think of
it as the sinplest case, which is not the real world, that
nost teaching hospitals are alike and nost non-teaching
hospital s are alike.

Then if we were back in '84, and we were setting
up PPS, we woul d have probably just said well, we'll take
average costs anong teaching hospitals and that wll be the
rate we'll pay teaching hospitals, with wage adjustnents,
and so on and so forth.

And we'll set an average rate for non-teaching
hospitals and that's what we'll pay them much as we did for
hospitals in rural areas versus cities, and we just averaged
across those groups.

Now in fact, the real world is nore conplicated
because teaching hospitals aren't nostly alike. They vary
systematically in their costs by the nunber of residents

they have. That just happens to be true enpirically.
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Whether it's got anything to do with residents or not is
anot her issue.

So what we did, instead of just taking an average
across all teaching hospitals, we said well, we'll vary the
anount nore we give you by the nunber of residents, because
that's how the costs seemto vary enpirically.

But what we think this is paying for is that kind
of product systematically differs by that but it needn't be
causal with the resident.

Let me nmake sone comments on the earlier
di scussion. Bill asked could good nunbers validate the
nodel ? |If they could, that would help. Well, | think al
we can say is what we can say about any nodel, which is that
the data that we have are consistent with it and the nodels
can only be refuted with data.

VWhat's consistent with it is that after we put in
the system the nunber of residents went up nmarkedly, and
actually length of training went up, too, which could have
for other reasons. But the nodel would have directly
predi cted that, that hospitals would have shifted up their
demand for residents. It would al so have nmade a second

prediction, which give the fact that U S. residents are in
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relatively fixed supply because they're determ ned by the
nunber of graduates of U S. nedical schools which didn't
much change, that to increase their residents they would
have had to get nore | M, which they did.

So at least we have two enpirical facts that seem
consistent wwth this nodel. And | don't know of any that
are inconsistent with it, but maybe there are.

On the conpetitive | abor market, |I'm not sure what
Floyd had in mnd by saying it wasn't, but we do have 1,500
pl us or mnus teaching hospitals around the country kind of
bi ddi ng on 20,000 plus residents a year, which seens that
the first order that that would be a reasonably conpetitive
| abor market. | say the teaching hospitals aren't
coll aborating in the wage offers they make. O if they are,
maybe the Justice Departnment would |ike to know about it.

DR ROAE: W're not, we're not, we're not.

That's not what he neant, he didn't say that.

[ Laught er. ]

DR. NEVWHOUSE: My comment on the variability of
the costs and what we want to pay for, | nean this is
certainly an issue with graduate nedi cal education. | have

two comments to make on it.
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One is that the variability that we're, in fact,
payi ng for goes back to variation in '84. | nean,
admttedly, the costs were audited by the issue is in 1999
do we really want to pay for variation in 1984?

But the second point is that if these are patient
care costs, this is actually |I think the nore inportant
poi nt, that the whol e phil osophy of the prospective paynent
systemis to average out the variation across hospitals in
patient care costs. W pay an average weight in a DRG
subj ect to wage variation and so on and so forth. But the
whol e phil osophy is to average across institutions.

So it seems natural, in that context, to also
average these costs across institutions. At |east we would
be creating an exception for a particular class of costs,
which | don't know why we would do that.

And then finally, on the discussion about the
training of the work force and elderly patients and so
forth, | nust confess to have sone m sgi vings about that.
mean, what we're really tal king about is now the quality --
or I would call it the quality and weight -- of graduate
medi cal educati on.

| don't think HCFA, as the executive branch agency
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for adm ni stering Medicare has any, or very nuch, conpetence
to deal with the quality of graduate nedi cal education. And
| don't know that we should want themto get into that

busi ness. But people again could enlighten ne about that.

It is clearly the case that how we pay for this is
going to affect how a teaching hospital behaves. As | just
said, we think that's happened. And there's no reason we
ought not to try to anticipate that in the policies we set
out .

But sonme of the comments and sone of the
di scussion at |east seened to verge into we were actually
going to -- HCFA would go into institutions and | ook at what
was goi ng on their graduate nedi cal education program |
don't think that's what we intend.

DR KEMPER MW first comment really relates to
what Gerry said about fram ng of the report and how broad it
should be. | think we ought to stay focused on A a
framework; and B, for graduate nedical, thinking about that
and not try to lay out the broader principle for what
Medi care ought to be paying for.

That is, get into the issues of unconpensated care

and broader issues that go beyond this. Because it seens to
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me it's sonething we don't have to deal with in this
context. It's sonething about which there would be a fair
anount of discussion here. | think it's alot sinpler if we
stay focused on that.

It's not a question of a particular recomrendati on
or a particular paragraph but | think it pervades the
docunent as it is right now So | guess that's one thing.

DR. WLENSKY: Can you clarify what you nean, as
it's now drafted it does pervade it or it shoul d?

DR. KEMPER It does pervade it now and | do not
think it should. | think we ought to take out the sort of
broader context of Medicare should not be concerned about
unconpensated care and research as part of a broader
Medi care policy. Because it seens to ne that gets beyond
the scope of what we're trying to deal with here, and
unnecessarily so, particularly in the case of unconpensated
care. | find nyself not wanting to go down that road, at
least in this context. That gets us very close to tal king
about DSH and a very different set of policy issues.

Secondly, | guess the one area where |I think we
ought to say nore, or at |east tw sets of issues that |

think are very inportant that we don't really speak to in a
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practical way, is what about other settings, what does this
framewor k nean when we tal k about other settings? The way |
read this, we're real clear that what it nmeans for inpatient
hospital care, we change what's in the costs to include the
direct cost and we re-estimate the relationship that's

t here.

But | don't know how this plays out with respect
to other settings, the outpatient. There's sone nention of
accounting problens, but that's a nouthful. What about
ot her settings outside the hospital system altogether? How
does this affect those sorts of issues?

And | think they're nentioned here but | think
those are very inportant issues that | don't exactly see how
the framework is going to play out, and I don't see how t hat
there are likely data there, how we're going to nmake a
j udgnment about whet her val ue exceeds the higher cost in
t hose settings.

So | think that's sonething that could be given
nore attention in the docunent. Related to that is other
prof essions. How do we make those judgnents about what
ot her professions and whet her the val ue exceeds the

addi tional cost of those training prograns?
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| don't see nmy way through fromthe framework to
even where you would go wth that, at least fromthis
docunent .

DR. ROSS: As people in the audience can see, we
started out today wi thout staff presentations and noving
right to comm ssioner involvenent and it all went downhill
fromthere. | wasn't expecting conmm ssioners to be quite so
caffeinated so early.

[ Laught er. ]

DR. LAVE: W all read our report.

DR. ROSS: And |I'mpleased. What | wanted to do
is try and review the bidding a little bit to rem nd
oursel ves and the audi ence of why we're here, because the
di scussion is delving a little bit into specific
recommendations and | think we should review a little bit of
how we got to this point.

One thene that has energed, both in our
prelimnary neeting, and then we've started to continue with
this alittle bit here, is this a report that stands by
itself? Is it aleg on a |larger journey?

And | wanted, in honor of Jack who's always trying

to inprove our vocabulary, bring a quote that | think
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describes this. This is froma late British prinme mnister
in 1942. This is not the end, and it is not the begi nning
of the end, but it is perhaps the end of the begi nning.
This is not our final discussion of GVE

| would like to, very briefly, review for everyone
again what our mandate was, and a little bit of the process,
both in ternms of procedure and how we got here and sone of
the principles that are feeding into the conm ssioners
di scussions. | think we've gone straight to sone of the
draft recommendations that the audience can see in the
handout, but they haven't seen the whol e paper.

Qur mandate, your mandate, fromthe BBA was to
exam ne and devel op recommendati ons on whet her and how
Medi care paynent policies and other federal policies
regardi ng teaching hospitals should be changed. MdPAC was
given a lengthy list of topics to consider, including
children's hospitals, pediatric residencies, nursing and
other allied health, international nedical graduates,
dependents of nedical schools on service generated incone,
changes in the aggregate supply of physicians, other
inplications for teaching hospitals, nmethods for pronoting

an appropriate nunber, m x and geographical distribution of
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t hose professionals. And at sone point or another, over the
past two years, or ny past 17 nonths, all of these issues
have been touched on in our public neetings.

For the audi ence, the deadline for subm ssion of
MedPAC s report was two years from enact nent of the BBA,
whi ch woul d be August 5th, 1999. That nmandate i ncl uded
consul tations. As you know, we've taken that very
seriously. W've discussed GVE at virtually every neeting
since the comm ssion's inception. W've had a panel of
experts to review the initial work plan and to raise any
i ssues that they m ght not have included in that work plan.

W' ve sought input from 200 organi zati ons and
other interested parties. W've received letters from50
groups on their views on policies. And Gail and Joe and |
can attest and others, that conmm ssioners and staff have net
frequently with interested groups on this.

So | think many of the ideas that we're discussing
and the di scussions we've had around the recomendati ons,
peopl e have heard these ideas even if they haven't seen the
specific words at this point.

Al of this discussion began a year-and-a-half ago

with three questions. Wat is Medicare buying? Wat should
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it be buying? And how should the program pay for what it
buys?

The first of those questions has been the subject
of the Newhouse Epi phany as its cone to be known. Medicare
rei mburses teaching hospitals for two types of reported
costs. There's the direct cost or stipends, faculty
sal aries, and overhead that's allocated to the residency
prograns. And there's the indirect costs associated with
hi gher patient acuity, enhanced patient care that is nore
i ntensive and technol ogically sophisticated, clinical R&

t hat gets undertaken

And over the past several nonths, we interpret the
commi ssion to have concl uded that the distinction between
these costs is actually an accounting artifact and that, in
fact, to restate the epi phany, the teaching hospitals offset
those reported direct costs of residency prograns by paying
residents to provide care than what they would have to pay
themif they were not also providing themw th training. So
this means both the direct and the indirect costs reflect
patient care costs.

|"mjust restating this, since the audi ence cane

in hal fway through on the discussion of this.
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That's what Medicare is buying, patient care
costs. \What should Medicare be buying? And this is the
topic of the recomendations, but | think two things. One,
patient care services for Medicare beneficiaries. Second,
we want to preserve access to the enhanced patient care
that's provided in teaching hospitals and perhaps other
t eachi ng settings.

The issue of how the program should pay for what
it buys, | think there does need to be a two-part discussion
of this. One is is the conceptual framework that we've
tried to lay out in the docunent that we've given you, and
in fact what we've tal ked about in our March report, that
Medicare in its pricing nmechani smshould try and approxi mate
efficient provider's costs and try to match its paynents to
t hose expected efficient costs better.

In there's a recommendation, you'll get to them
there's a suggestion that suggests pooling of what's
currently a direct ned-ed and an indirect nmed-ed adjustnent,
but there is obviously a big step between the concept ual
notion of doing that and the enpirical notion. Wat we are
trying to bring you today is just a set of draft

recommendations that |lay out that conceptual framework to
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gui de refinenent of Medicare's paynents and we were happy to
i ncl ude discussion of the future work which, as we've

menti oned, would be appropriate for our March report and

per haps beyond t hat.

| just wanted to -- | feel like I'"'mcomng in a
little bit late, but I wanted to review the bidding briefly
on where we are and recogni ze that while the audi ence sees a
draft summary and a |list of recomendations. They may not
recall all of the nonths of discussion that have led up to
this. So I'll just stop there.

DR. ROAE: Thank you, Murray. |I'd |ike to address
two i ssues which | think should be in the docunentation sone
level. One is referred to in one sentence, and Gai
referred to it in her introductory comments, and that is the
issue of transition. That was one of the things you thought
we shoul d di scuss.

There is a history in the Medicare program of
transition. The nost recent, | think, was with respect to
t he Medi care+Choi ce prograns, it was a two-year transition
think, Berenson's rule, five year transition. There was the
capital paynents that Gail referred to, which was a 10-year

transition about which, nowthat it's getting into year
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ei ght or nine or whatever, people are beginning to think
that 10 years was too short.

| think the anount of noney that could potentially
be noved around here is very significant. For at |east the
hospitals that | know best, it's four tines the capital. So
| think that it would be worth having a paragraph in here to
flesh out a little bit. Just |eaving saying we recommend a
transition is, | think, alittle too cute. | think we need
to be alittle nore specific because people can interpret
that any way they want, and sone people will interpret it
very different than others and use that statenent as support
for their interpretation.

So | think we have to be a little | ess conceptual
wWith respect to that and give a little history and say there
are these varying things and this is how nuch noney is on
the table. And we will do nodels and we will do simulations
and we will then cone back with a specific recomendation
about how long. | guess that would be the idea.

So that would be ny recommendation with respect to
transition. | don't think we, at this point, should cone up
with a recommendati on of how | ong because | don't think

we' ve seen the nunbers and we don't really know So that
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woul dn't be fair, either.

DR. WLENSKY: | think it mght be if we were --
et me just continue with that thought, there have been sone
di fferent philosophies in the sense of whether or not you
put a limt on the anount of dollar |oss that occurs and
with the RBRVS, had that or a percentage change, and the
differing anmounts of tinme, which | think have gone fromtwo
to 10 years.

DR ROAE: | think we could throw all of that in
sone paragraph and say that will be one of the specific
tasks that the conm ssion will address and come up with sone
specific recommendati ons, or at |east sonme options for
Congr ess.

The other issue, which | didn't see in the report,
but since | said transition wasn't in there and | was
corrected, I'mnot going to say it's not there. [I'Ill just
say | don't renenber seeing it, was how to deal with
Medi car e+Choi ce.

As you all are aware, there was a | ot of
di scussi on about carving out the nedical education paynents
fromthe Medicare+Choice paynents to the plans, so that

t hose paynments would be given directly to hospitals, and
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transitioning that over X years.

If we are saying that these paynents are really
paynents for services, then there are going to be two clear
interpretations. The hospitals are going to say well, those
paynments shoul d be provided to the people who provide those
services, and therefore it should go to the hospitals. And
if you give it to the plans we'll never see it. O your
intent that it goes to the hospital is subject to a
negoti ati on by another party.

And the plans wll say we're contracting to
provi de paynents for all the services to these people and
now you' ve defined these paynents as services, and therefore
it should go into the plan paynent. | nean, this is very
predi ctable and quite, in fact, reasonable.

My understanding is that this docunent is silent
with respect to that issue. | think that if we are
expecting that Medicare+Choice will be, notw thstandi ng
recent changes in the |ast six nonths of going sideways,
will be a very inportant part of the Medicare programin the
future. | think we should have a discussion about this. W
shoul d address it. There should be sone statenent in this

report with respect to that, because this could be a nake or
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break issue with respect to sone of these concepts in terns
of how t hey get actuated.

So | think is sonething we should di scuss.

DR. W LENSKY: Let nme ask you, if there, as one
could imagine, there's sone split of interest in a panel of
this nature, one way we could deal with it is saying here is
where we're at now wth the noney, to the extent that you
need to have increased paynents go. In sone ways, the
current strategy recogni zes the sense of what we are trying
to say, which is it is nore expensive to go to these
institutions. If there isn't noney set aside to allow that
to happen they won't, in fact, be able to be used.

There may be sonme debate about whether it was
necessary to do this. But the fact is, it is consistent.

If there is an agreenent or a consensus anong the
conmi ssioners about stay with the strategy that has been put
in place, which is put it aside and use it as its used, as
opposed to going back to how we used to do it, we are
certainly able to come to that. | had assuned that m ght be
an area in which we m ght not have agreenment, and therefore
being silent was consistent wwth the current practice. But

we can certainly take that out.
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DR. ROAE: That mght be fine, too. But at |east
| think it's worth raising it in the conm ssion for
di scussion. W nay decide to leave it out of the docunent
because of the inherent disagreenent.

DR. LEVERS: | was going to try to take us back to
where our charge began in the BBA. | think Murray did a
great job of summarizing that nuch nore el oquently than
could. | generally agree with nost of the statenents,
except Gerry's last statenent, and he's not here to |listen
to that.

| hear a consensus that this is alnmbst a work in
progress, we've not had tinme to conplete, et cetera, et
cetera. | agree with that.

But at one point, we had a set of principles that
we were dealing with and had di scussed, and | think we've
| eft those. They're not here, at |east not spelled out.

For instance, on the first page of our report, we
i mredi ately get into the Newhouse theory of paynent. But
the first principle is on the top of page two, which | think
is acritical one. | think we need to go back and put sone
basis on that, for the audience, that says the conm ssion

believes that the value of this enhanced patient care to
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Medi care beneficiaries exceeds the cost of providing it,
making it appropriate for Medicare to recognize such costs
in the patient care paynents the program nmakes to teaching
hospi tal s.

| think that's a basic principle. | think
Congress wants to hear us say yes, the Medicare program
shoul d pay for teaching. W're saying it but we've buried
it into the body. | would |like us to go back and consi der
the principles that we had. | believe it was at the
retreat, and | don't know whether they were presented in the
public session, since | wasn't here.

But | think we should start this whol e process
with some very basic principles of what we firmly believe
and then get back into devel opi ng how we're going to get
there to devel op, or at |east to address those principles.
| think we've lost that in |eaving those principles out of
her e.

DR. WLENSKY: Let me just clarify though. The
principle as | recall it was not so nuch that Medi care ought
to pay for teaching, but that there is sonething, a better
quality that occurs in institutions that are engaged in

training, and we want to nmake sure that seniors have access
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to those institutions. Since they cost nore, it inplies an
enhanced paynent.
Now t hat nmay sound li ke |I'm being picky or petty,
but the fact is if we are going to try to get a change in
t hi nki ng about it, we have to ban this concept that we're
literally paying for teaching. W're paying for access to
enhanced quality of care, which we believe is occurring in
these institutions, as we discussed at the retreat and
el sewhere in public, that there are a whole set of
activities that go on in these institutions and is in here
in ternms of access to technology at a newer tine, the state
of the art use of new procedures and techni ques and devi ces.
It is associated with the institutions that are
al so engaged in teaching and that all of those activities
are resulting in increased costs which, if you don't have
enhanced paynent for, will nean our seniors cannot access.
So we need to focus on it. But having said that,
| agree that we may want to go back one around to see
whet her or not we're having sone difficulty in deciding what
to call those things that we were | ooking at.
DR. LEVERS. Yes, basic premse. | don't care

what you call it, Gail, but you' re saying the exact sane
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thing. That is one of the very basic points that we nade
very early on and yet it's here but you' ve really got to
read and interpret to get it. And | think we need to put
that up front, |let Congress know, these are the basic issues
we' re thinking about.

And yes, there needs to be change. But we want to
change sonet hi ng because we want to nmake it realistic.

MR, JOHNSON:. One comment, going back to sonet hing
Hugh said, and then | have a question of Joe and Murray on
pur pose.

The ot her thing about whether this is a
recomendati on versus a conceptual thing, we have to al so
remenber there are other prograns that |ook at what Medicare
does; i.e., state Medicaid progranms, that pay teaching costs
and DSH costs. And people like Blue Cross-Blue Shield who
pay teaching costs.

So | just want to make the point, whether this is
conceptual or recommendations coul d generate beyond just
Medi car e.

The ot her question | have is on our purpose.
Murray very well pointed out that our purpose was to have

access to enhanced care in teaching hospitals for this
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popul ation. W've certainly tal ked about that. But this
sort of remnds nme of the intellectual integrity of the idea
of we don't |ook at hospital margi ns when we do the update.
That's a separate conpartnent.

And | see a separate conpartnment com ng up here,
and that is the fact that Joe also said how we pay w ||
af fect how teaching hospitals behave as to the nunber and
type of residents. And so while we keep tal king about this
enhanced paynent, and that this is sort of just a comodity
noney issue for this enhanced service, the fact is we keep
| oopi ng back, either by what Jack said, and Judy, about
training the right kind of people for this population or
maybe not training as nmany people if we average out the
paynment because those who are training a lot at a high cost,
they' Il jettison those.

"' mjust having trouble recognizing in our purpose
that we're only tinkering in an economc sense with this
financial nodel versus we're inplicitly maki ng manpower
policy when we say sonebody el se should be doing that, in
ternms of the nunber and types of residents.

So that's an observation and |I'mjust having a

probl emreconciling that in our purpose.
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DR. NEWHOUSE: | think that's certainly a fair

guestion. | would have said it's really a historica

acci dent that Medicare got into this business, because |
think the original intent, although Julian was present at
the creation and can speak to it, was that Medicare be
neutral on this score. | don't think Medicare set out with
the notion that it wanted to subsidi ze residents.

But when Julian ran his regression back in '81, he
found that the nunber of residents per bed was a very good
proxy for costliness of the hospital's cost per case. And
it came into the regression as an explanatory vari abl e and
people said this correlates pretty well with teaching
intensity and why don't we pay on it.

But once we started to pay on it, then hospitals
changed their behavior. But |I don't think at the tine that
PPS went in that anybody had the intent that we were
deliberately trying to subsidize residents. W were
subsidi zing hospitals to add residents, let nme put it that
way. This happened by historical accident.

Later 1'Il come back to Jack's issue on
Medi car e+Choi ce.

DR. W LENSKY: But presumably we could, when we do
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these enpirical anal yses, naybe we m ght be so lucky as to
find there is sonething --

DR. RONE: Anot her vari abl e.

DR. W LENSKY: That doesn't have the sanme kind of
i nplications.

DR. NEWHOUSE: So it would be nore neutral.

DR. W LENSKY: Exactly. | nean, this is a
probl em that although we're not intending to do this, we
are doing it and therefore, if we could find, if we could
approximate a correlate to the increased costs that had
f ewer uni ntended consequences, it would certainly be
desirabl e.

DR. LAVE: | really want to come back to an issue
that Peter raised because | think that it's critical. That
is that I think correctly nost of our discussion has focused
on paynment policies and paynents for inpatient care. The
draft report does |look as the inplications of this maybe for
revi sing paynents for exenpt units.

| do think that we have to think about, in terns
of this framework, what it nmeans for other payers and for
ot her types of services, particular services in outpatient

departnents, clinics and so forth
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| guess one of the things that | wonder, as we
t hi nk about this, is whether or not there are any rules that
affect the way we pay for services provided in those
settings, both the services to the physicians as well as the
services to the facilities, that in fact may have negative
inplications with respect to whether or not they could be a
training site.

Now this is not to say that | want to pay for
training sites. But if in fact we have a set of paynent
policies that basically mean it's financially inpossible to
train people in that site, then |I think maybe not here but
we ought to raise it.

For instance, if | think about a | awer and
they're training associates, if you said you could nmake sone
statenents that would say the way we pay for |egal services
woul d make it inpossible to have associates in those
settings if you wouldn't let thembill. | don't know what
the appropriate transfer is, but one of the things, in fact,
that there is a concern about is whether or not, in fact,

t he paynent system di scourages training in the nost
appropriate setting.

Now |I''m not saying that we want to say you have to
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train in these settings, but | do think that when we
establish a framework for providing for patient care
services in different settings, that in fact we would not
want to make them di scourage the training in that particul ar
setting.

So that this is not an issue when we're talking
about paynents for hospital services. It may be an issue
when you nove to different types of facilities.

DR ROAE: | think for exanple -- and |'m not
proposing this, but just to give a specific exanple, |ong-
termcare settings, nursing hone settings. | nean, there is
no training in nursing hones of residents, to ny know edge
it's not conpensated for. Well, this is Medicare
beneficiaries, we want themto get care. It would be nice
if their doctors knew how to take care of the patients who
lived in nursing homes, or in honme care.

It's not just the outpatient departnent that's the
other setting. There are these other settings.

DR. LAVE: So |I'm not suggesting that we sol ve
that problem but | do think if we have an inplication that
says we are not paying for training, we want to make sure

t hat our paynment policy does not per se discourage training
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in that setting. It should be neutral.

M5. NEWPORT: | guess | nornally don't speak to
this issue but feel conpelled, and given the inportance of
this report, to align nyself wth the basic notion that has
been reiterated several tinmes, we've used concept, we've
used reconmmendati on, we've used first principles and
assunptions and Joe's epi phany.

| think the framework of the paper has to set that
out very clearly and | think, in order for fol ks who don't
deal with this issue all the tinme, and maybe fol ks on the
HIl, that wll have to therefore take their thinking in a
new direction and that will require certain very specific
actions on their part. That if the basic assunption is that
we've set out is true and the change we're recomendi ng, in
terms of a different type of conpensation for this is the
right way to go, then that has to therefore |l ead to actions
that will have to be specific to the consequences of that,

i ncl udi ng paynment transfers.

VWhat do we need to do in terns of the right
paynment for these services and placing the right value on
t hose services? So | have no disagreenent with the basic

t houghts that have been put out, in terns of concerns about
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framng this the right way.

Now in that context, and ny friend Jack has
rightly raised what are we going to do about Medi care+Choice
paynments. M suggestion woul d be that acknow edge of that,
as an ongoi ng i ssue, and sonething that is worth further
consideration in alignment with all the other things that
wi Il be driven by this change in paynent, there needs to be
| would say place savers for that, as well as other things.

| don't want the notion to be furthered at this
poi nt, at the beginning of the next stage, to use Miurray's
exanpl e, that there is sonehow conflict that wll
automatically exist that is any different than the conflicts
that will automatically exist in any of these other areas.
Furt her thought needs to be taken.

| would just say that if we reserve, as we have in
t hese other areas, the notion that this needs further study
and further connection, then | would be very confortable
with that. And | think that's really where I'mgoing, is
that this is a process. | think it's critical that the
conmmi ssion set this up contextually in the right way so that
the debate then will go to the next |level and that we can

support that and hope that the end result will be a much
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nor e bal anced paynent system that recogni zes the val ue of
t hese services.

So | just want to step in and say that. | think
that I'mvery confortable with fol ks concerns, but | think
we are tal king about crafting this just slightly different
to make the right enphasis, and I concur with the need to do
t hat .

DR LONG | think it was Bill who nentioned
earlier the need to provide sone enphasis or explication of
the formula that's in the paper, which at |east the version
|"m | ooking at is on page five. But it's referred toin a
coupl e of other places.

| have a concern that | think it may not fully
reflect the current situation in contrast, again, to where
we want to go and the conceptual notion that in the current
world I'"'mnot certain that we are dealing purely with
accounting artifacts here.

Far be it fromnme to defend the accounting world,
but | think probably we can find at | east sone instances
where teaching hospitals, in fact, may nake their decisions
on things like, for exanple, resident salary with an eye to

direct nedical education paynents, regardless of how the
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accounting produces those paynents. And that, in fact, that
the wages paid to residents certainly should reflect the

val ue of the services that they produce m nus the costs of
trai ni ng.

But it is conceivable that there is a positive
into that equation in the sense that the cost of training is
reduced to the extent that there is a paynent that's
explicit and tied to those costs of training comng from
Medi care or anyone else, for that matter.

So | think, although ideally where we m ght |ike
to be and where | think we ought to go, is to have the
equation be that the costs of training, the conbination of
salaries for the residents plus the other costs of running
the program together should be |ess than or equal to the
val ue of the services provided. That currently it may well
be that that is not the conplete equation for at |east sone
resi dency settings.

MR. MacBAIN. A couple things. One, just to
respond to Hugh's comrents. | agree. One of ny concerns is
that, for sonme hospitals, Medicare paynent policies over the
| ast whatever it is, 15 years, may have distorted what

ot herwi se would work. The theory nmay not match the nunbers
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because Medicare has nessed wth the nunbers. W ought to
get sone sense of that. So | agree with your point, and it
just underscores the reason why | was asking for sone sort
of enpirical verification.

Al t hough, | think Joe is nmaking the point, too,
that if the theory is right then you woul d expect that, as
Medi care enhances the econom c value to the hospital, that
you woul d either see nore residency prograns or higher
salaries or both, and | think that's what we're seeing. So
it doesn't invalidate the theory. It just conplicates the
transition.

The ot her comrent was just to underscore what Gai
was sayi ng about the references about the nunber of
residents or resident intensity. | think including that in
this report really weakens our argunent. There are several
pl aces, | think, on one page in here where we tal ked about
still assum ng that paynent rates from i ndividual hospital
woul d be adjusted by the nunber of residents.

And I'"'mnot sure we want to talk about that. It's
alittle too specific for a framework issue anyway, but it
weakens the argunent that if the residents are ultimtely

bearing the cost of their training, then the nunber of
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resi dents, adding one nore resident shouldn't add any cost.

DR. W LENSKY: Especially if we can preferably
find a different correlate, to just get rid of that.

MR. MacBAIN: | also didn't realize that Julian
was responsible for this troubl esone regression that's
caused all this trouble.

DR. NEVWHOUSE: It may be better than any
alternative.

Let me start out with this last point of Hugh and
Bill. Technically, the answer to this depends on the
el asticity of the supply curve of residents, which neans as
you add residents do you have to bid up the price to get
many nore? Another way to say that is how far above the
salary with just USM3 woul d you have to go to keep addi ng
nmore | MGs?

So the answer is that the adjustnent is going to
be on both --

DR. WLENSKY: Say the last part again

DR. NEWHOUSE: Since the additional supply is
going to have to cone fromabroad, wll you get all the
residents you want to hire, given the size of the subsidy,

at the initial prevailing Anerican wages? The answer
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enpirically, since | don't think a whole | ot has happened to
sal aries because it just seens to be yes, that we've been
able to recruit fromabroad at the prevailing rate. You
haven't had to raise the wages to get nore.

First, a comment on the Medicare+Choice rates. W
really haven't discussed this and |'ve been trying to think
about it, and here's the best | can do in terns of anal yzing
this issue. | started, although I'lIl back off this at the
end, but | started with conpetitive markets for both
hospitals and health plans, because that's the sinplest
case.

Now in that case, it seens to ne to reduce to a
consuner sovereignty issue in the follow ng way, that the
current strategy is that you give the dollars to the
teaching hospitals so if the nmarket is conpetitive, in
effect, they would lower their rates to health plans, it
woul d be a level playing field across teaching and non-
teachi ng hospitals, and it would be equally attractive to go
to teaching hospitals.

The alternative strategy is to | eave the noney
with the plans and then if the plans want to pay the cost of

teachi ng hospitals, they pay the cost of teaching hospitals.
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I f that market is conpetitive, then plans that use teaching
hospitals nore are going to have hi gher prem uns and
conversely.

And then we get back to what do the beneficiaries
choose when faced with higher premuns from plans that use
teaching hospitals nore. Wiich is why | say it resolves to
a consumer sovereignty issue. Do you want to say people
don't really know what they're doing on this particul ar
aspect of it when they elect their plan. They don't foresee
that they may want to be in a teaching hospital and they
el ect a plan that doesn't use teaching hospitals nuch
because it's cheap.

But we don't really want to give themthat choi ce,
so we'll just give it to the teaching hospital, let that
field be level in ternms of the choice the plan nakes. O
yes, people should be able to elect cheap rates to sonewhat
abridge their ability to go to teaching hospitals.

| f you back off the conpetition, if there's not
conpetition in the hospital market and you give it to
hospitals, the hospitals can just potentially pocket the
nmoney and use it for other purposes or whatever. And if you

give the plans the noney, obviously they can pocket the
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money if the plan market isn't conpetitive.

So that's as far as |I've gotten in thinking about
that issue, but | think | agree with Gail that maybe the
most -- | nean, if people agree with this analysis or if it
stands up on reflection, that the furthest I could see going
is trying to lay out the issue. If we want to get to a
recomendati on, we coul d.

DR. WLENSKY: | don't think that we're going to
get to a recommendation on that issue. Not now.

DR. NEWHOUSE: Not today. Let nme say a word about
ot her settings, too.

DR. RONE: Since both the representatives, the
maj or representatives of the plans, are out of the room 1'd
like to call for a vote on this recomrendati on.

[ Laught er. ]

DR. ROAE: And | think there's a phone call for
you, Joe.

[ Laught er. ]

DR. NEWHOUSE: You m ght be surprised.

DR ROAE: | mght, but I"'mnot willing to take
t he chance.

DR. NEWHOUSE: | see, you're risk averter.



10

11

12

13

14

15

16

17

18

19

20

21

22

61

DR. RONE: Because the last close call went the
ot her way.

DR. NEWHOUSE: In other settings, at one level |
think this is easy. At another level, | think it's terribly
difficult. The easy part is that | think kind of the
general notion that are we getting a different product, and
if sois the product nore expensive? And if so, is it worth
the difference in costs? | think that all applies in the
ot her settings.

The difficulty is trying to neasure the different
products. This in a way goes back to what | was saying to
Carol. W've kind of nore or | ess bought the assunption but
this has to be a judgnent on our part, that the different
product on the inpatient side is correlated with the nunber
of residents. The residents are counted per bed as a proxy
for that.

DR. WLENSKY: |Is that --

DR. NEWHOUSE: It may not be. [It's just a
judgment. Gven the current fornula, that's the way we do
it. Mybe we can inprove the fornula, but that's a
j udgnent .

It may be that on the outpatient side, for
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exanple, that there is a different product. W've had sone
di scussion in that. It may be that the different product
there doesn't correlate so well in a judgnent with the
nunber of residents, or nmaybe it does.

DR. WLENSKY: |1'mnot sure that the --

DR. NEWHOUSE: | don't know. Since we can't
measure the product, there's no way to prove or disprove it
it's just kind of a judgnent call.

DR. W LENSKY: Let nme go back and see if
understood your statenent. |It's one thing to say that there
is a strong correl ation between teaching intensity and cost.
And since we want to have access to this higher cost, better
qual ity product, that neans that we may have to pay nore.
And if the nunber of residents is a good correlate, that's
not a bad way to have as part of the paynent formul a.

But it's not obvious to ne that saying that this
hi gher quality is correlated with the nunber of residents.

DR. NEWHOUSE: You nean anywhere?

DR. WLENSKY: No, just in general

DR. NEWHOUSE: It seens to ne we are making that
statenent. The higher cost we can denonstrate enpirically.

We're making a judgnent, at |east on the inpatient side,



10

11

12

13

14

15

16

17

18

19

20

21

22

63

that since we're paying nore to hospitals that have nore
residents that we're getting back nore value than what it's
costing us.

DR. WLENSKY: | know, but it strikes nme right now
that if what we are saying is what we are trying to do is to
adopt a framework or our recommendation is to adopt a
framewor k where we pay an enhanced paynent for institutions
t hat have higher costs in part because they are engaged in
training, which we believe provides a quality product that
we don't want to shut off for our seniors, that whether or
not we end up in the future paying per resident or sonme
ot her enhanced paynment definition is sonething that we ought
to | eave for the enpirical --

DR. NEWHOUSE: | think we could be stronger we'd
rat her not pay per resident, since that distorts decisions.

DR. WLENSKY: W can definitely say we would
prefer not to do this, since it distorts it. And whether or
not we can cone up with an alternative definition that wll
provi de additional nonies that is not based on per resident
but based on sonme other correlate, is that will be a part of
t he next report.

DR. NEWHOUSE: Do you think we're going to get



10

11

12

13

14

15

16

17

18

19

20

21

22

64

there for other settings?

DR. WLENSKY: That's a different issue.

DR. NEWHOUSE: | think that is Peter's question.
| don't know how to get there fromhere. But | don't know
that we --

DR. WLENSKY: But that doesn't stop us from
saying that for the inpatient where --

DR, NEWHOUSE: O the framework.

DR. WLENSKY: It certainly doesn't stop fromthe
framework, but it also doesn't stop from saying that when
we're at a position to make a recomrendati on of how we think
paynments ought to be nmade on the inpatient |level, that it
wi |l be based on an enpirical analysis of what is correl ated
wWith these increased costs and certainly indicate that our
preference is that it not be related to the nunber of
resi dents because that's had consequences that were not
intended at the tinme it was introduced, and we woul d hope to
not carry into the future.

DR. KEMPER Right, but to the extent that care is
movi ng out of the inpatient setting, and training presunmably
should follow, just to get down to nuts and bolts, what

regression is going to be run?
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DR. NEWHOUSE: In the nuts and bolts, it's what

are the accounting rules for how you count residents?

DR. KEMPER Right. But al so what happens when
they are outside the hospital system --

DR. NEWHOUSE: That's what | nean. You count the
time outside the hospital

DR. KEMPER  But even outside the hospital system
even outside the outpatient departnent that's in any
community setting, how do you deal with that?

And what about other proffessions? How do you
make the judgnent whether there is enhanced patient care or
not? We'Ill sort of say gee, in the inpatient setting that's
enhanced patient care, we can accept that exceeds the costs,
but where does this framework take us with respect to the
ot her settings and the other professions?

That's what | don't see what the franmework says.
It's nice to put down the framework, but where does it go?

MR. MacBAIN. Just on the sanme issue, the
regression, as | recall, is not only a function of residents
but of beds. | think what we're tal king about is wanting
sone sort of nethodology that frees us from dependence on

both residents and beds. So we really need to find
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sonet hing, whether it's an intensity adjusted case m x i ndex
or sonething along those lines, that gets to the
characteristics of the patients or the services being
provided, is nmuch closer to the theoretical basis for our
recommendat i on.

DR. WLENSKY: But | think, at this point, it is
our preference to find such a neasure. Wether or not there
wi |l be such a neasure, | nean, at worse we'll be back on
that aspect to where we are now. And we will attenpt to
find a correlate for paynent purposes that has fewer
negati ve consequences.

DR. ROAE: The test would be we need sonet hi ng
that explains at |east as nuch, if not nore, variance with
respect to these issues than the current one. |If it doesn't
do it better than the current one, even though we have these
adverse incentives and other things that we have to put caps
on the nunmber of residents, is still not reason to throw it
out, right?

DR. NEWHOUSE: There's tricky business. On the
assunption that all of the costs that the institutions are
writing down are sonmething we want to pay for, yes, then it

follows that we should want to explain variance that are
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associ ated with sone products --

DR. ROAE: | understand, but that was what was
done in 1984 by Julian.

DR. LAVE: They pulled the direct costs out. What
we're doing nowis talking --

DR. NEWHOUSE: But that woul dn't have nuch
affected, | think, the results.

DR. LAVE: But renenber, there were | arge nunbers
of institutions who didn't pay very nuch for their direct
costs.

MR. MacBAIN: The original regression was run on
data based on a systemthat was cost reinbursed. Now we've
got 15 years worth of distortions introduced into the nunber
of residents because there's been an incentive to add nore
residents. So any regression based on that distorted data
now i s going to be subject to question, at least in ny mnd.

DR. NEWHOUSE: Except that in principle it's
there's anyway, because the direct nedical education
paynments are proportional to nunber of residents.

MR. MacBAIN. But the indirect --

DR. NEWHOUSE: Indirect are, too.

MR MacBAI N: But now the nunber of residents is
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t he scorer.

DR. NEWHOUSE: Yes. So the regression -- well,
that's right. That still doesn't necessarily affect it.

DR. KEMPER  The notion of taking residents out of
t he equation, the only concern | have about that is, there's
al so the requirenent that the services be valued. And so,
the |l east efficient hospitals are the ones that have the
hi ghest cost, therefore we should pay nore for that.
think that if there's sonme other proxy, maybe scale or
what ever, we don't want to pay on it.

So | think you really need to have sonething
related to the nmedical education in order to say there was
this val ued service that we want to pay nore for.

DR. NEWHOUSE: No, | think you want sonething
related to the product. You don't have it.

DR. W LENSKY: But again, this is not particularly
good use of our time now The point that we want to make, |
think, at this point, is that we have been paying on the
basi s of nunmber of residents. W recognize that has had
undesi rabl e, uni ntended consequences. Wen we are
estimating the relationship between the cost associated to

make enhanced paynent paynents, if we can find other
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measures or if we can -- we wll now go and explicitly, and
| don't know how nmuch it was explicitly understood what
woul d be the inplications of adopting the kind of paynent
system but however much thought was given previously. W
clearly have now 15 years worth of experience, rem nding us
how much we need to keep in m nd unintended consequences of
the unit of paynent.

If we find a different one, we'll probably
di scover other unintended consequences, but at |east we wll
try to explore, and | think that's the kind of nessage that
we would want to have in this report, is that as part of the
enpirical work we will see whether or not we can avoid the
known pitfalls that we're now in, probably come up with
other pitfalls to be discovered in the next decade after.

Jul i an?

MR PETTENG LL:

| f you have any suggestions, you know ny e-nai
addr ess.

[ Laught er. ]

DR. LAVE: | have a question that's actually
related to the whol e series of suggested changes, that naybe

we'll want to cone to it later. But we basically, and |



10

11

12

13

14

15

16

17

18

19

20

21

22

70

think correctly, have tied our recomendation in with a
recommended change in the product definition at the sane
time. | think we've tied those things together.

And as | think about other settings, | think to
t hi nk about the product definition probably nay get us sone
of the way there as well, what it is we pay for. W talked
about geriatric assessnent. It doesn't make nuch
di fference.

But do we want to have any sort of thoughts about
whet her or not, in fact, we would be willing to think of --
even in terns of this franework, we have to tie the
di scussion with the products that we're paying for. 1In the
inpatient side there is a new class of products that are out
there, that we could pay for, the ADRGs and the APDRGs or
what ever we're going to work wth.

| think that one of the things that we may want to
t hi nk about is whether or not, in fact, we think that the
two have to go together in terns of the next steps? O is
that the next report? Because | think it's very inportant
totie it all together.

Because it's going to make a big difference to the

size of the coefficient. 1t's going to nake a big
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difference to the recommended size | think.

DR. KEMPER  When you say ADRGs, you nean the --

DR. LAVE: | nean, there is another patient
classification systemwhich basically is a nore refined
patient classification system And as a case m X
classification systemit accounts for nore of the variation
in costs per case.

It also has the inplication of reducing the
estimated coefficient of the IRB, which showed that the
interns and residents per bed are, to sone extent, standing
as a surrogate for case mx differences and case m x
conplexity across these particular institutions.

And since our goal is really to pay for products
rather than to pay for teaching, and I think as we think
about all of the different settings, we keep thinking about
products rather than teaching, and making sure that we have
a way of paying for those products, maybe regardl ess of who
is providing them | think we get sone of the way there.

So | see the two as being |inked.

DR. W LENSKY: Yes, they are definitely |inked.

DR. LAVE: W're really talking about where, even

in a conceptual framework. And that's why | believe that at
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t he begi nning we have to have a di scussi on about the whole
product training interface to expand what we have in here.

DR. WLENSKY: | just want to nake sure everybody,
all the comm ssioners, have recognized it was in this report
that one of the areas that we are recommending is that we
explore the use of a nore differentiated nedi ca
classification systemthat would allow us to pay directly
for sone of the patient severity m xes that we may be payi ng
indirectly with sonme of our nedical education paynents, and
that it would reduce the need to rely on these proxy
measures if we could come up with a better differentiated
classification system

DR. NEWHOUSE: And reduce the distortion.

DR. W LENSKY: And reduce the distortion

DR RCSS: If | could just make one point, from
the discussion I'mhearing, we'd like to have everything at
the beginning. As a practical matter, we can't do that.

But | wonder if it's useful to start turning to
some of what we've laid out as draft recommendations. W
can di scuss semantics as we go along with our principal
recommendations or prem ses, the things that will be in bold

face, because nost of the things |'ve heard the
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comm ssioners tal king about, as Gail just nentioned on the
point for the refined DRGs and ot her kinds of sort of
cal cul ation precision adjustnents.

| think we have covered nost of themin the text
somewhere. The question is where things need nore
expl anation or nore enphasis or nore clarity. And that's
where we can use feedback. But nost of the things that have
cone up in the first hour-and-a-half or two hours of
di scussion here, | believe are already in the docunent.

So clearly we need to highlight certain things or
give alittle bit nore enphasis where the | anguage is pretty
dense at this point.

DR. WLENSKY: | think what | would translate or
what | would sunmarize the bottomline of this norning's
di scussion, is that the context in which the principles or
reconmendati ons are occurring needs to be fleshed out. It's
that context of what it is we're trying to acconplish and
why we're going in this direction, as opposed to where we
have been in the past with regard to GVE paynents is
probably the nost critical thing.

The order in which you present these ideas,

because we are fundanental |y asking people to rethink how
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they think about this issue is very inportant. This is also
an i nportant issue, but it's particularly so now, because
we' re asking people to think about things differently. And
t herefore, having sonething cone | ater becones nmuch nore
serious than if it is just a refinenent of the |ast two or
three or four years of working.

So | don't disagree with you. | think that nost
of the issues that we've raised this norning actually are in
t he docunent but they conme page two or page seven or
whatever, and it's going to be very inportant that we get
what needs to be up front up front.

Peter, and then | would like to go to sone of
these draft recommendations. | amassum ng that we have
gotten over, although we've conme back into this notion of
yes, we can have as a recommendation a franework of how to
t hi nk about sonet hi ng.

DR. KEMPER | guess on this whol e package issue
of revising the DRGs, that seens to ne very inportant that
it be a package and that that get nore enphasis.

| guess one of the questions that |'ve had about
this, and I guess | don't know who -- naybe Joe, you're the

one to address it to. But within this franework, who is it
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t hat ought to get these enhanced services? That is to say,
t hey' re now enhanced services and | guess that neans
inplicitly some other kind of service.

At one level you don't want sonmebody with an
i nfected hangnail going to the national academ c center for
hand surgery to get it treated. If you thought about a
health plan, a health plan m ght contract with academ c
medi cal centers and other hospitals and other outpatient
departnents and direct patients to the academ c setting in
the cases where it's appropriate.

How do we deal with that issue if you think about
t he enhanced product? And then how do people get directed?

DR. W LENSKY: W don't now and we haven't in
terms of Medicare. M recomendation is since, other than
in an energency room where you go depends on the health
prof essi onal you see and his or her recomendation, that |
don't see that this is sonething that we would want to get
into. Unless there's sone interest on the part of
comm ssioners to try to be directive in this manner, | can't
i magi ne why we want to get into it.

We don't do it now People go to settings

according to the physicians or other health care workers
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that they see.

DR. KEMPER That's true. W nake a big dea
about efficiency in production in this docunent. W don't
really tal k about efficiency in appropriateness of use of
t he academ c nedi cal centers.

DR. NEWHOUSE: | think that goes to the
Medi car e+Choi ce issue. | nean, within the traditional --
this docunent is really within the traditional plan.

DR. W LENSKY: Because you are buying a package
and a direction.

DR. NEWHOUSE: Let me conmment on the enhanced DRG
poi nt that Judy and Peter raised, too. | think that issue
does depend sonewhat on how the nunbers cone out, because
when we change the systemwe can be fairly sure we're going
to pay a price in upcoding that will be an unintended price
but we can be pretty sure we'll pay it. W know what
happened when we abolished age in the DRG system

And so I'd like to reserve sone judgnent there
until | do see the nunmbers. How much variance is explained
by increasing the nunber of DRGs? How nuch it knocks down
the coefficient on interns and residents to bed before just

saying we definitely should do it.
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DR. WLENSKY: | would like to, if the group is
confortable doing that, to suggest that we | ook at the
vari ous recommendati ons whi ch have been grouped into four
categories. You have it as a summary statenent, as well as
what is in your broader paper.

M5. NEWPORT: CGoing back to what | was saying
earlier, | think that this recommendation is nore of our
assunption and principle and they naybe need to be crafted
tothat it's kind of -- if you reframe the text alittle
differently, you may want to say this statenment, not in
terms of a recomendation, but an assunption, a concept,
what ever. Then therefore, Congress will need to do -- and
t hat comes where your recommendations are.

Wen | read this, that's what seened to be the
context. So it's not that | disagree with this notionally.
| just think that, in terns of putting this forward, that
we're restating the basic change in concept that we're
recommendi ng and then, therefore, these actions will have to
occur .

So offer up for your thought and further
di scussion, but that just sort of worked for nme when | was

t hi nki ng about this.
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M5. ROSENBLATT: The first sentence here was
bothering nme last tine we net and it's continued to bother
me as | read the material. Even though the words val ue and
rai se cost are together, and I know the | ogical definition
of the word and, and the word and is underlined, | still
have a problemw th the raise costs. And unfortunately, |
was hopi ng Jack could give ne sone help on the vocabul ary
her e.

But 1"mgoing to give a suggestion which is not
intended -- | don't think it's perfect wording but it's nore
of an idea. But |I think if we could say and lead to
justifiable increased costs or sonething that denotes
sonething like that, it mght read a little bit better.

MR. MacBAIN. The recommendation deals with al
patient care paynents, which inplies across settings. In
the summary we talk nore specifically about a single
adj ustnment to DRG paynents, which I think is at variance
with what we're really trying to do. So I'mnot so
unconfortable with the recommendation as | amwth howits
finding its way into the summary, for those who don't read
past that.

That kind of -- there's that tension all the way
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through this report. Are we really just tal king about DRGs
or across broader settings? So in redrafting this, I'd just
like to stress that we really should keep it general. The
i ssue here is sone sort of recognition in all of those
settings where the additional cost is justified by the
addi ti onal val ue.

MR, JOHNSON. Going down to recommendation three,
| appl aud whoever did it for putting the Boren anendnent
back on the table, I'mlooking forward to that. But based
on goi ng back to what Alice said about the raise costs or
justifiable cost, and then you go down and tal k about an
efficient provider's cost of care, and then we tal k about
the regional variation, whether it's wages or the cost basis
of the hospital or whatever el se.

Alot of this, while intuitively sensible, is
probably practically contradictory. And | don't know how we

weave that together, in ternms of various adjustnents.

DR. LAVE: | |like Alice's change in one. | didn't
i ke value and raise cost. | kept trying to think of
alternative ways of doing that. | basically then did not

like the therefore should consider direct expenses. To ne,

there's no | ogical connection between the first part of the
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sentence and the second part of the sentence.

So it seens to ne that they should be separate as
part of the framework in determ ning that one of the aspects
that nay raise value is the presence of graduate nedica
education. But to ne there is no connection between part
one and part two of that recommendati on.

| think that the paynments should reflect product
differences that are a value, and that have justifiably
hi gher costs, it may be that the comm ssion believes that
teachi ng hospitals have justifiably higher costs and
therefore these should be paid. O sonmething like that, but
these two statenents don't follow

DR. WLENSKY: Joe, did you have a coment?

DR. NEWHOUSE: Yes. This doesn't solve that |ast
problem but let me try to help with Alice's problem

The first sentence could read Medi care paynments
shoul d reflect product differences whose value justifies
their increased costs.

MS. ROSENBLATT: Would you read that again, Joe?

DR. LAVE: | like that.

DR. NEWHOUSE: It's the sanme first six words up to

that, and then after product differences, whose val ue
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justifies their increased costs.

MR. MacBAIN. In the second sentence it sounds
like we're saying let's take the two conponents and squi sh
themtogether. Are we really saying let's recal cul ate what
we shoul d be paying for these services, based on the
enhanced DRG system and whatever we do with outpatient and
ot her services?

DR. WLENSKY: That is certainly going to be the
-- | think that is --

MR. MacBAIN. So maybe we don't want to make
reference to the termdirect graduate nedical education in
t he recommendati on, but just talk about the uni que costs of
provi di ng hi gher val ue services and teachi ng hospitals.

M5. RAPHAEL: Wy can't you go fromthe first
sentence in one to two?

DR. W LENSKY: Right.

DR. NEWHOUSE: That's fi ne.

DR. LAVE: | think that nmaybe we want to have a
recomendati on that says that the Congress should not pay
directly for the direct costs of graduate nedi cal education,
and basically say we want to get rid of that. And then cone

back and nake the next one, because | think again, if we
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have this different framework for thinking about things, and
we have this paradigmshift, the first thing in the paradi gm
shift is that we're not going to pay directly for the direct
cost of graduate nedical education. And | think that that's
what we're saying, that it has to be explicitly a
recommendat i on.

And then we go to two, we cross off three, the
second part of one and then follow Carol's recomendati on
that it should recommended through an enhanced pati ent
adjustnment. | would have period, and then say it is likely
that, in calculating the enhanced patient adjustnment, that
there should be sonething that says that this is going to be
part of our calculation process of doing it, rather than a
that. So we may want to put a period and then another --
this can be done in sone way.

DR. WAKEFI ELD: Apol ogies if this question has
al ready been raised. You can tell nme, and then Mirray can
tell nme on the side what the response was.

Wth regard to this recommendati on, using those
two criteria of increased value and increased costs, do you
have any sense about how those m ght be applied to, nunber

one, non-physician providers in hospitals? Nurses, for
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exanple. And the added val ue associated with training, if
that can be quantified. And how m ght those criteria be
applied to those providers whose training isn't currently
rei mbursed, but who are trained in hospitals, for exanple,
such as clinical psychol ogi sts?

So how m ght those criteria be applied to other
health care providers? Have we thought about that in
i npatient?

DR. W LENSKY: But make sure you understand what
it is we wowuld be doing. W're not tal king about paying for
direct education for any of these people, nor would we.

DR. WAKEFI ELD: Right, patient care.

DR. WLENSKY: It's only a question of where the
training of those individuals are different and adds cost.

DR. WAKEFI ELD: Yes, and value. So |I'm saying,
how woul d this be applied if, for exanple -- and | don't
have a clue so I'mjust going to put it out hypothetically.

| f for exanple, clinical psychol ogists could say,
and the hospitals where they were being trained, could say
it costs us nore to educate this provider group and here's
the enmpirical data that shows that they' ve added value to

Medi care beneficiaries' quality of care, that they received
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better care.

How m ght, if they canme to the table with that
i nformati on, how would that be viewed given this
reconmmendation and the way it's stated?

DR. W LENSKY: | guess one of the questions would
be, are we not already picking up the increased costs in
those institutions? And that would be an enpirical question
to try to answer whether they're unique institutions, as
opposed to the ones that are al so doing these ot her
training. And whether the additional costs are either |arge
enough to be neasurabl e and neasured and accounted for in
some way.

Because again, we're not paying for the training.
We're just paying for the fact that there are higher costs
ininstitutions that are producing a val ue product we want
to pay for, and that is not otherw se going to be
conpensated unl ess there's sone enhanced paynent cost?

So | think that would be the question, to ny m nd,
whet her or not you have sonething that's likely to be able
to be picked up in sonme kind of neasurable way?

My guess is that | don't know whether it would

correlate with the institutions that are doi ng ot her
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training highly, and that they're not -- even if it didn't,
whet her we'd be able to neasure those kinds of variations.

DR. WAKEFI ELD: And what that standard of proof is
applied to those providers, as opposed to the val ue
associated with training nedical residents?

DR. NEWHOUSE: I'mstill stuck on the first
sentence in recommendation one. | thought it was clear, but
maybe it isn't, that product differences we're tal ki ng about
are inpatient care output, that we're not talking about
education. So maybe we shoul d say product differences in
patient care or patient care product differences?

DR. WAKEFI ELD: | apol ogize if | used education --

DR. NEWHOUSE: No, it just suddenly occurred to

DR. WAKEFI ELD: Because I'mwth you on the
patient care. | understand that criterion. But | also see
it being applied to non-physician providers potentially. So
| wanted to see how, if this is the filter, those two
concepts, how do other providers fit in that equation?

MR. MacBAIN. The issue nay cone down to all owabl e
costs in determ ning what the costs of the hospital are and

to what extent do the salaries of those people who are
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engaged in teaching this whole range of non-physician
professionals factor into calculating the cost? That's
going to be a significant question. |It's going to raise a
host of issues in regard to those that are currently covered
under direct nedical education and those that are not.

DR. W LENSKY: Further comments on this first set
of recommendati ons?

DR. NEWHOUSE: Are we now tal ki ng one through
four?

DR. W LENSKY: We're now tal king one through four?

MR. MacBAIN. To get back to Spencer's comment on
three, does three add anything?

DR. NEWHOUSE: Isn't that current policy?

DR. WLENSKY: It is, as Murray remnded ne, it's
practically lifted verbatimfromour March report.

MR. MacBAIN. Wiy don't we renove it? If we've
already said it, why don't we renove it. It's not germane
to this, except to the extent it's germane to all of
Medi car e.

MR LISK: Let nme just, to rem nd why that
recomendation is there, and it may be because of how the

wor di ng has changed from what the conmm ssion's di scussion
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was at the last neeting. This is a recomendation that
really justifies the inprovenents of the enhanced DRGs and
t hose types of changes to i nprove paynent policies so it
does reflect these factors.

So it may be that you nay want to nore
specifically state those things, rather than putting in
t hese nore general terns, that is in the principles of what
was in the March report.

DR. WLENSKY: Then it strikes ne -- either it
needs to say sonething that isn't there or it should be out.

MR. LISK: So you need to decide which you prefer.

DR. WLENSKY: | think that if it adds sonething,
and to the extent that we're tal king about a refined
classification systemas producing a system of nore
appropriate paynents that would include a nore
differentiated DRG system that's fine.

DR. NEWHOUSE: Wy don't we have sone | anguage
about continuing to work on inproving the fornmula for
rei mbursenent? Maybe in the text, allude to that.

M5. RAPHAEL: Because | think what's confusing
about that is the focus is on patient care product

differentiation. And then all of a sudden, in the m ddle,
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we're tal king about efficient providers and reinbursing
their costs of care. And it just doesn't hang together.

DR. NEWHOUSE: | just thought we were restating
current policy.

DR. LAVE: It seens to nme that when we tal k about
product differences whose value justifies their cost, their
product differences can be within a DRG It can be -- we
could think about that very broadly. W could bring in
Jack's a product could be the differentiation in terns of
how say the -- differentiation in terns of how different
products are produced, to go back to Jack's favorite since
he did ne a little favor a little bit ago.

Ceriatric assessnent could be a product
di fferentiati on whose additional val ue.

So it seenms to nme that's an extraordinarily
generic kind of thing which says we want to focus on the
product, we want to determ ne what mekes products different.

MR. MacBAIN. Are we saying -- is the
recommendati on then to enhance the DRG system and find ot her
intensity and severity neasures that apply in other
settings? Again, | don't want to just focus on DRGs.

DR. NEWHOUSE: | don't have the wording for it but
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|"mconfortable wth the recomendati on.

MR. MacBAIN: The text tal ks about matching the
DRG system In ny mnd we're tal king about a broader issue
of intensity and severity across all settings where teaching
IS going on.

DR. W LENSKY: Right.

DR. NEWHOUSE: Just in response to Judy, of
course, paying by the case, DRG systemitself, through the
case mx index, is reflecting product differences whose
value we think justifies their cost.

DR. LAVE: That's right, but we want to start, it
seens to ne, with the product and --

DR. NEWHOUSE: And maybe the text should
i ncorporate that thought, that current policy, in effect,
tries to go in this direction

DR. W LENSKY: W may want to take nunber four,
even just in the recomendati on and add anot her sentence
with regard to the phase-in. | don't know whether people
even in just the recomendati on regard recommendati on four
as adequate w th subsequent text explanation. Jack, this is
an i ssue that you raised. Recommendation four, whether or

not as a recommendation you're confortable |eaving the
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statenent as the header and then having a page of
expl anation as to the types of phase-ins that we could
consider, or do you want to say sonething nore in the
recommendat i on?

DR ROAE: No, | think I1'd like to say two things.
One is | would like to have sone description of the issues
rel evant to phase-in, and the experiences. Then | would
like a prom ssory note that MedPAC woul d undertake or is in
the process of undertaking -- we have never really
specifically asked the question of whether any anal ysis have
been done, and if so, could we see then? But |I'm assum ng,
based on the discussion, they haven't.

But MedPAC is in the process of conducting

appropriate anal yses to gui de Congress' decision with

respect to this. | think that's all we need. | think it's
premature -- | can 20 years, 50 years, 10 years, four years,
but I"'mmaking it up. | nean, why don't we get sone data?

It mght be the one area we woul d be outside of a data-free
environment. In case you haven't noticed, this is a data-
free environment.

[ Laught er. ]

DR. W LENSKY: Any further questions or conments
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on this?

Any areas in which people would Iike --

DR. ROSS: Can we take a step back then just to
make sure that staff have heard the changes you're
proposi ng. So that under recommendation one it wll read,
Medi care paynents should reflect product differences in
patient care whose value justifies their higher costs. Then
there is text explanation, but that second sentence does not
appear there.

I n recommendati on nunber two, it will read that
t he Congress shoul d recogni ze the higher val ue of patient
care services provided in teaching hospitals through an
enhanced patient care adjustnment. This could nmean
i ncorporating direct GVE costs into patient care paynents.

| heard you saying you wanted to be | ess specific
t here?

DR. LAVE: No, | would do it very differently. 1In
estimating this enhanced val ue one could -- | nean, you nmay
want to do a period and include it in the text underneath
about how one may go about doing this.

DR. WLENSKY: | actually think it's better to put

it in the text because we don't know and we're not --
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DR LAVE: Yes, | don't like it in the
recommendation. | think it should be in the text.

DR. NEWHOUSE: It think it should be in the text,
but I think we could be stronger than "could", if we bought
t he whol e thrust of the discussion.

DR. ROSS: That's what |'m asking.

DR. NEWHOUSE: | woul d be stronger than could. It
woul d be shoul d.

DR. W LENSKY: That is what we're -- when we do
the reestimation, it is our intention --

DR. NEWHOUSE: That's what we woul d do.

DR. KEMPER: That's at the core of what we've been
t al ki ng about .

DR. LAVE: But | think it should be a period. In
reestimating --

DR. W LENSKY: No, we're not talking about having
that be in the recommendation. W're tal king about the
first --

DR. NEWHOUSE: This is in the text.

DR. WLENSKY: This is in the text.

DR. LAVE: No, | think it should be in the text.

Thr ee goes.
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DR. WLENSKY: Three is changed.

DR. ROSS: Three gets clarified to talk
specifically about the kinds of refinements that one woul d
do to do those estimates.

DR. NEWHOUSE: The kinds? O just a generic
di scussi on of refinenent would seemto be all we'd want to
say at this point.

DR. ROSS: Again, how generic? |s |ooking at
refined DRGs a generic inprovenent or is that a specific?

DR. NEWHOUSE: That's generic. Refined, not
ot herw se specified.

MR. MacBAIN. Just generic DRGs is too narrow.

DR. NEWHOUSE: Yes, because we are going also into
potentially reestimating the paynent fornula. So other
techni cal inprovenents or sonething |like that.

DR. ROSS: Those are reasonably specific to ne.

DR. NEWHOUSE: O her technical inprovenents? That
phrase by itself isn't specific.

M5. ROSENBLATT: | would like to see us maintain
the word efficient in however we rework that sentence.

DR. NEWHOUSE: | think that recommendati on one, in

effect, covers the efficiency point. If the value justifies
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the cost, then...

M5. ROSENBLATT: Yes. |1'd just like to keep it
strong.

DR. BRAUN: In three, are we tal ki ng about other
sites besides --

DR. NEWHOUSE: No, we tal k about that in five.

DR. WLENSKY: No, that will cone -- that's in
five.

DR. RCSS: Then for nunber four we have a post-
anbl e that provides nore discussion on why phase-in wll be
-- to anmplify, recognizing we could be noving a | ot of noney
around and ot her issues that make a phase-in needed, and we
will give Jack his prom ssory note on analysis to cone. |
think that's i nbedded nore broadly in the entire report, but
we wll also do that specifically for that recommendati on

DR ROAE: It's just that we don't want Congress
to get this thing and then start making --

DR. NEWHOUSE: We allude to March 2000.

DR. W LENSKY: Yes, but | think we need to be
clearer in the report that this is the first of a series of
reports.

DR. RONE: Here's the concept piece. That's what
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this is.

DR. W LENSKY: Right.

MR, JOHNSON: | didn't know whether we were at the
ot her recommendations but since this horse isn't quite dead
yet | wanted to beat it again. This is, we're reconmendi ng
a conceptual franmework? Are these recommendations or are
t hese principles?

DR. WLENSKY: No, | think these are -- | regard
t hese as recomendati ons. W are recommendi ng a franmework.

MR. JOHNSON: | thought where the conversation
left off is we would be reconmendi ng principles, but the
recomendation is the conceptual framework. | don't even
know i f you want to say to the Congress and the Secretary
should. If we're doing a conceptual framework what we're
saying is, we ought to try and develop our enpirical data to
support these.

DR. W LENSKY: That sentence is out of the
recommendation. That's not a recomendation, that part of
t he sentence.

DR. ROSS: But, Spence, as we had first drafted
these, they were in the passive voice with things ought to

be done. But | think we're obligated to say ultimtely
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who's going to have to do them and to distinguish where
it's going to be legislative action, where it can be
regulatory. But we will add nore | anguage indicating that
there's further work on MedPAC s part before those things
get enacted, or considered for enactnent.

DR ROAE: Wth respect to the Medicare+Choice
i ssue that we discussed a couple tinmes earlier, you're
presumably going to have that in the narrative but that's
not going to be addressed at this point in recomendations
because --

DR. WLENSKY: W don't have --

DR. RONE: W seemto agree that it needs to be
di scussed in the context of the rest of this stuff as it
rolls out.

DR. WLENSKY: Right. That was ny intent.

MR. LISK: There was one other thing that Judy had
mentioned and | wasn't sure where that was left off, was the
statenent in terns of recommendation in terns of explicitly
stating that Congress should not pay directly for the direct
cost of graduate nedical education. So | wasn't sure where
that stood in this.

DR. NEWHOUSE: |'mafraid that sentence as it
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stands wi Il be m sunderstood.

DR. WLENSKY: | think that it would be better to
-- | mean, | hope that we will be able to be very clear what
we nean in the text and have the recommendati ons be, as
we' ve discussed now. | think it's a better way to do it.
do think it's easily subject to msinterpretation

MR LISK: Right. | just wanted to clarify that.

M5. RAPHAEL: | liked your statenment that this is
the first in a series of efforts. But is the next effort
going to be produced in March 2000 or will there be --

DR. WLENSKY: That is sonething that -- | nean,
if we can, sooner is better. If we could get a product
worth having at the end of the year, | think that woul d be
better. If we can't, then we normally -- except for the
| ast two years, which for MedPAC has been its existence -- a
chapter on issues relating to graduate nedi cal education has
been an inportant part of the March report. So this is not
burying an inportant issue. W have explicitly taken it out
of the March report because we had the August obligation.

But ny view would be, if we had sonething that
woul d be a contribution to nake and we could get a quarter

before, | think that is a significant enough issue that we
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ought to do it. But if we can't get it done by the end of
the year, then I"'mnot sure it nmakes sense to have it as a
st and- al one docunent as opposed to a strong chapter. But we
can discuss that. And we discuss it actually again in
Septenber what it [ooks like. | think right now probably

it"'s alittle hard for staff to give a good estimate of

where they' Il be, unless you want to say, no, there's no
chance we'll do it.
DR. ROSS: | never say never. | think March is

nore realistic.

DR. WAKEFI ELD: Wth regard to, or at |east
related to recommendation four, it seens to ne the one
paragraph in text that hel ps to support that particul ar
recommendation is on page 12 tal ki ng about creating that new
patient care adjustnent and that phase-in will hopefully
provi de sonme protection for providers, if it's not just done
all in one fell swop. And that by protecting providers, in
the process we'll also do what we are, | guess, here to do,
and that is to prevent an adverse inpact on Medicare
beneficiaries.

Here's ny question. It's not to ask for |anguage

to be included specifically in this recommendati on, but



10

11

12

13

14

15

16

17

18

19

20

21

22

99

rather to say, could it be in that discussion related to

t hat recommendati on, might there be an angle there that
speaks specifically to health care infrastructures that may
be particularly vul nerabl e?

" mright now thinking of Medicare beneficiaries
who access health care services in rural areas. So that
phase-in, it seens to ne, mght be especially inportant for
any parts of the health care sector that are vul nerable, for
starters. | would just throw out the exanple of rural as an
exanple. So mght that be fleshed out a little bit nore in
text that seens to relate to that recommendati on? Wuld
t hat be acceptable? Because it seens to ne that added
protection there is --

DR. NEWHOUSE: This is now on the enhanced system
as opposed to GWE?

DR. WAKEFI ELD: That's correct. And patient care
services, that's correct. Yes, just so that in that report
we're saying very clearly, we've got vul nerable sectors of
this health care delivery systemand we, through this phase-
in, think that attention needs to be paid there probably
especially, but throughout the system | ooking at inpact.

DR. WLENSKY: That's clearly why you're doing it,
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why you want to have the phase-in.

DR. WAKEFI ELD: Yes, and wth that specia
attention to those facets of the health care delivery system
like rural health care infrastructure.

DR RONE: Giil, if this is the concept piece and
we're laying out the general idea, | wonder if -- and |I'd be
interested in conm ssioners and particularly Joe's view
since thisis, inthe main, his idea. Wat are we expecting
the inpact this wll be on the cost to the Medi care progranf
That's one of the questions -- Congress is going to pick
this up and say, is this a reduction in cost or expenses?

s this budget neutral? 1Is this an increase in cost?
Somewher e maybe we shoul d have a statenment saying what we
think this would do.

The non-technical people m ght be | ooking at this
saying, is this going to help nme cut the budget? |Is this an
enhancenment? Wat's your view of what the inpact would be
of what --

DR. WLENSKY: Small. Small in the aggregate,
maybe slightly a saving of noney. But | think that when we
tal k about the enpirical estinmate, about the work we will do

enpirically to reestimate the cost of care in these for
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pur pose of enhanced paynment --

DR. ROAE: Refined DRGs.

DR. WLENSKY: -- we can talk about it. Well
refined DRGs, | don't think ought to have --

DR. RONE: That should be neutral, right?

DR. NEWHOUSE: No, actually that's where | think
there may be nore of an inpact. Just shifting direct into
indirect | think will be neutral.

DR. ROAE: Then maybe we shoul d say that.

DR. NEWHOUSE: But if you can knock down the
coefficient on the resident to bed ratio, then that over
time will, | suspect, lead hospitals to decrease their
nunber of residents, and that neans --

DR. WLENSKY: He neans now. He's not tal king 10
years from now.

DR. ROAE: No, I'mjust trying to say the policy

inplications. W' ve agreed this is our concept, and | think

one reasonabl e question is going to be, what --

DR. WLENSKY: | think it's going to be very
smal |

DR. NEWHOUSE: The short run, first order effect

shoul d be neutral.
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DR. RONE: Maybe we shoul d have a statenent in
here sonewhere that if this is activated along the |ines of
what we're considering it to be -- because people are going
to msconstrue this according to their own ideas -- we would
predict that this would have --

DR. NEWHOUSE: It also at sonme point depends on
t hese ot her settings.

DR. WLENSKY: But we can at least put in a
statenment that our expectations are whatever.

DR. RONE: This is not a nmechanismfor nmajor
reductions in Medicare expenditures, or sonething |like that.

DR. LAVE: | think we have to make an explicit
statenent that this is not intended to be a cost-saving

device, for the follow ng reasons. Forget about --

DR. ROAE: That's ny point.

DR. WLENSKY: But that's a different point.

DR. NEWHOUSE: Forget about what?

DR. LAVE: | think we have to nmake a statenent
about whether -- if this is inplenmented, should one think

about it as being inplenented in a budget neutral fashion?
For instance, let's just take the APDRGs --

DR W LENSKY: No, wait a mnute, that's a
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different issue. | think it will be close to being a wash--
DR. LAVE: It can't be, because if you take the
APDRGs, Gail, and you restructure them-- if you think about
any tinme the governnent restructures its weights, it does it
in a budget neutral -- it nmakes an explicit decision that
t he base paynent that will be nade will be budget neutral
given this. So it makes an explicit --
DR. W LENSKY: You're tal king about the DRG as
opposed to the educati on.
DR. LAVE: But we're nmeking this all together.
You can't do one without the other. |If you do the APDRGs --
you have to do the APDRGs and the teachi ng adj ust nment
t oget her, because the APDRG estinmate is going to nmake a
difference wwth respect to what the coefficient is on the --
DR. WLENSKY: | would think that you have to do
-- | agree with you on the first portion. That is, that the
refined DRG cal cul ati on ought to be made budget neutral and
it ought to be done first, at |east conceptually. And that
the other is an enpirical estimate, which | think will be
close to a wash, but | don't think there's any reason to
declare it literally budget neutral at the start.

DR LAVE: But why wouldn't you want to do the



10

11

12

13

14

15

16

17

18

19

20

21

22

104

totality budget neutral? | think it's the totality of the
nmoney that -- we're not tal king budget neutral with respect
to the teaching hospitals. W're tal king budget neutral
with respect to the overall system

DR. RONE: W agree it's going to be a | ot of
noney novi ng around.

DR. WLENSKY: No, that's a different issue.

DR. LAVE: |It's going to be a trenendous anount of
nmoney sl oshing around, and the APDRG systemis going to
affect the -- | think it's very peculiar to think about
changi ng the DRG system recalculating the I Mg, pulling that
noney out, then going through and doing the IME thing. |
think that you do the whole thing as a package and then --

DR. WLENSKY: Let ne give you an exanple. As |
say, | think it's going to be close to a wash, but | think
maki ng budget neutral on the DRG calculation is perfectly
reasonable. It's the first thing you would do.

The issue with regard to whether or not the cost
associ ated with | ooking at what has been direct and
indirect, looking at the effect of the costs on patient care
and trying to explain the correlates of this enhanced

patient care may or may not be -- | nmean, we have thought in
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the past the I ME was sonewhat over st ated.

DR. NEWHOUSE: There's that. There's also the
i ssue of whether you use --

DR. ROAE: And the DME is understated.

DR. WLENSKY: And that's why | think it's a wash.

DR. NEWHOUSE: That's right. That was going to be
nmy point.

DR. RONE: It's your idea, Joe. Wat did you have
in mnd?

DR LAVE: But it depends how we think about this.
Are we thinking about this as a totality changing the
system nmaking it budget neutral towards where it is, that
t he governnment put us budget neutral when you put into
effect the reduction in the I Me

DR. W LENSKY: W were not attenpting to do this
as a cost-saver. | agree that we think there is an
overpaynent in |IME, and perhaps an underpaynent in DME, and
that's why we think that they're as close to a wash. But
it's an enpirical issue is what it is, and not a conceptual
i ssue. \Whereas, the reweighting of the DRGs is sonething
t hat one does, and typically does, budget neutral.

DR. LAVE: So you're going to reweight the DRGs on
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what decision with respect to the I ME and the GVE?

DR. WLENSKY: That is at |east conceptually how
we' re approaching this.

DR. NEWHOUSE: The practical inplication for the
nunbers is, do you put the actual resident salaries' cost
into the regression, or do you put the 1984 costs trended
forward? | would personally put the actual costs.

DR. W LENSKY: Absolutely.

DR. NEWHOUSE: That | eaves open the issue of, then
do you use the enpirical |evel when you cone to pay for it,
or do you pay nore than the enpirical |evel as we are now
doing? But that, to ne, cones |ater

DR. LAVE: | agree with that, too. But | guess
that what | find difficult to think about is that you're
going to do it in tw parts. That you' re going to nmake it
budget neutral with respect to everything taken together
i ncluding the coefficient and the paynent on the IME and the
DVE, or whether you're going to do it budget neutral with
respect to pulling out noney that woul d have gone to | ME and
DMVE and redoing it.

DR. NEWHOUSE: It seens to ne we ought to have --

this is a discussion we ought to have after we see the
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nunbers. Because if the nunbers are very snmall, naybe it's
all noot.

DR. W LENSKY: Wiich | actually assune that they
are close to being a wash, but it is not obvious why you
woul d make that as a statenent of principle with regard to
the | ME-DME. Wiereas, having it with regard to the DRG
recalculation is in fact -- that is frequently what is done
in ternms of a reweighting. But | think that our
expectation, the way this started was, should we include --
and | certainly have no objection to doing it -- that our
expectation is that this is close to a wash in terns of
nmoney. This is not being done as a cost-saver, and it is
not anticipated that it would have a substantial or a |large
effect on total spending.

DR RONE: O significant. | think that's fair.
| think just based on the fact that two reasonable health
econom sts here have a different view of this in MedPAC and
many in the Congress -- only half or two-thirds of Congress
are health econom sts --

[ Laught er. ]

DR. RONE: And those that aren't, they're just

going to want to know, is this another cost saving thing or
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is this another attenpt on the part of the AAMI to increase
costs, or what is this? Sonewhere we should have a
statenent that says, no, this was why we did this. | just
think it should be -- and if it belongs anywhere, it should
be in the concept piece. Then we can say, nore to conme on
this when we do the anal ysis.

DR. WLENSKY: At the very least, saying it's our
expectation that this is close to a wash in terns of budget
terms, but at |east --

DR. NEWHOUSE: Has a mninmal effect on total
expendi t ur es.

DR. W LENSKY: Thank you; mninmal effect on tota
expendi t ur es.

DR. LAVE: Right, but I think you have to nmake
t hat decision a priori.

DR. WLENSKY: | don't think you can and | don't
think you should. But |I think it is where you're going to
be, because we have enough sense about what the nunbers are
going to look |ike.

DR. LAVE: If you didn't change the DRGs, | would
agree with you, that it would be budget neutral. But one of

the things that happens when you do the APDRGs, | think, is
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that you would -- the questionis, if in fact sone of the
nmoney that is tied up with the IMEis really patient care
stuff, then you nmay want to have nore noney go under that
bucket .

DR. NEWHOUSE: But that's still budget neutral
fromthe point of view of the whole system The bi ggest
aspect of budget neutrality seens to ne to raise the issue
of what are you going to put in for upcoding, if anything,
when you do all this?

DR. LAVE: Budget neutrality for the whol e system
| think. The question is how do you get there. | nean, how
you do the anal ysis.

DR. W LENSKY: Again declaring -- | think, our
expectation that this is close to a wash in terns of budget
terms and that it is not anticipated as a budget saver or a
budget coster, and that at |east conceptually we would |ike
to have the | ME-DME i ssue be an enpirically determ ned
issue, to the extent we can do that.

DR. KEMPER | guess |'m puzzl ed because based on
the docunent -- granted, it's a data-free environnent, but
just based on the directions that these sentences that sort

of weigh it, well, this would have an effect in this
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direction and this would have an effect in this direction.
It sounded to ne like the logic would be a reduction in
paynents. Because it seened |ike the effect of putting the
direct paynents in the patient care costs was | ess than the
effect of adjusting for trending the costs forward. | nean,
the net effect. | actually wonder if we don't know nore
about what the effect would be than the --

DR. NEWHOUSE: No, it's nore.

DR RONE: It's nore. It's 35 percent --

DR. NEWHOUSE: Yes, the two doctors agree on that.

DR. KEMPER So you're saying that it would
actually be an increase?

DR. RONE: Yes.

DR. NEWHOUSE: Then it gets to where you do the
enpirical level on the I ME side.

DR. ROAE: M understanding of this, which is of
course superficial, is that the Medicare programin Congress
and in MedPAC consistently points out that the | ME paynents
are in excess of the calculated cost of IME, and is
therefore a subsidy. What is less well articulated is that
the DVE paynents are 35 percent |ess than the actual DMVE

costs, which would seemto be a subsidy afforded the
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Medi care program by the teaching hospitals.

So to sone extent if you throwthis all --

DR. NEWHOUSE: So those should offset.

DR. WLENSKY: That's right. | think enpirically
they will be close to offsetting because it's 35 percent of
a smal l er nunber, as opposed to an overstatenent of a |arger
nunber. And when you put themtogether it may be a slight
reduction, it may not be.

DR RONE: W'Ill see what it is.

DR. W LENSKY: But whatever it is, it is not
likely to be a big nunber. But it will be what it will be
enpirically, not what we say by fiat.

DR. KEMPER: Then to ny way of thinking, it would
be useful both to make the statenent, as was suggested, that
this is not intended as a cost-cutting change, and to say a

little bit nore about what we know enpirically about the

likely --

DR. W LENSKY: Wat our expectations are.

DR. ROSS: To cone back on the intent. | guess
Judy's point finally sunk into my skull. In tal king about
DRG refinements as bei ng budget neutral, | think we make in

the text -- and if we don't, | do think it's appropriate at
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this stage to tal k about -- when you pull noney out to
reflect higher case mx that's currently being paid out
t hrough the I ME adjustnment and put it back into the base
rates, | think the assunption that | carry in ny mnd is
that nore noney is in the base rate pool.

DR. LAVE: Right. That's why we --

DR. ROSS: That's what we nean by system c budget
neutrality.

DR. LAVE: That would be not budget -- that's why
| think you have to | ook at the whole picture and figure it
all out in the totality. You can't do it in the tw parts.

DR. W LENSKY: But the problem-- | nean, with
regard to the transfer, | agree. But with regard to this
i ssue of what you're doing between the I ME and DME - -

DR. LAVE: | have no problemw th that.

DR. WLENSKY: -- you ought to allow in principle
that you either pay a little nore or a little |ess,
dependi ng on whet her or not --

DR ROAE: How it works out.

DR. W LENSKY: -- the DME underpaynent is |arger
or slightly smaller than the | ME overpaynent. And | don't

know what the answer is, and whatever it is, it is.
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DR. LAVE: | have no problemwth that. M
problemis that when you change the APDRGs - -

DR. WLENSKY: No, | agree with that.

DR LAVE: -- it changes it in ways that you have
to deci de what you want the baseline, when you do all the
rewei ghting --

DR. WLENSKY: M/ concern was that by saying we
will, by fiat, declare it budget neutral overall, we
disallow for the fact that the net change with regard to the
| ME and DIVE may not be exactly budget neutral and that we
ought to be agnostic on which way it turns out.

But | agree with you that noving sone of what had
been educati on expenses into the DRG to better reflect
conplexity and severity would increase that baseline.

DR. LAVE: That was ny point.

DR. ROSS: What |'m hearing you say at this point
is that you do want a statenment of intent. That this is not
i ntended, again, as either a cost or a saver.

DR. WLENSKY: Right, and it is not our
expectation that it wll do nmuch one way or the other.

DR. LEVERS: In the text.

DR. RCSS: In the aggregate.
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DR. WLENSKY: Yes, definitely in the aggregate.

Wiy don't we try to have the discussion of five,
which is a very inportant issue that has been raised several
times this norning, which is what happens with regards to
ot her settings and other providers.

DR. NEWHOUSE: The problemw th five as stated is
it's just a corollary of one.

DR. LEVERS: That's right.

DR. ROSS: Yes. W just wanted to be -- you know,
do you want to be explicit on it?

DR. W LENSKY: Wiich is what | think we intended.
In concept, that is what we intend. Wether we wll
actually be able to do it enpirically is less clear. But |
think in concept that is what we would |i ke to do.

DR RCSS: If | could just add for fromstaff,
enpirically not by March.

[ Laught er. ]

DR. WLENSKY: Right. But |I think it is at |east,
or it ought to be regarded as a signal that we are not
saying this is inappropriate. In fact we're saying just the
opposite. That in principle we do want to extend this to

other providers in other settings, and the question is wll



10

11

12

13

14

15

16

17

18

19

20

21

22

115

we be able enpirically to do this?

MR. MacBAIN. W probably should reword this to
reflect Joe's rewording of the first recommendati on based on
Al'ice's concerns about cost.

DR. W LENSKY: Any further coments? Bea and
Mary, does that at |east increase the confort |evel that
it's our intent to try to deal with this?

DR. WAKEFI ELD: Yes, and actually Joe's conment
hel ped ne as well in drawing a parallel or a corollary
between this recommendati on and the first. Because when
saw that first one put up there in front and then didn't get
to this until the fifth recormendation -- | guess it's the

fine-print issue, Miurray, but you just hel ped ne through

t hat .

MR. MacBAIN. Put this in the front.

DR. WAKEFI ELD: Yes. As long as it's there and
it's viewed in that context, |I'mfine.

DR. WLENSKY: It is 1:08. Wy don't we reconvene
at 2:007?

DR. ROAE: When do you think we'll be done?
DR. WLENSKY: It depends on how | ong the public

comment goes. | think we will be done with our portion
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by 3:00 and I would like to allow for whatever tine --
obviously, if the comm ssioners choose to speak nore than an
hour when we reconvene, we wll.

MR. SHEA: Gail, can | inpose on ny fellow
comm ssioners? |I'mnot going to be able to be here after
[unch. | just want to make one comment. | just wanted to
wei gh in on nunber six wth the suggestion that this

speci fic recommendati on be renoved as a recommendati on.

There is text which tal ks about the core mssion -- we've
tal ked about that -- which | think is appropriate with sonme
of the adjustnments we've had. | don't think that we need to

have this as a recommendati on and | woul d suggest that it be
omtted.

DR. ROAE: We tal ked about that earlier.

[ Wher eupon, at 1:07 p.m, the neeting was

recessed, to reconvene at 2:00 p.m, this sane day.]
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AFTERNOON SESSI ON [2:13 p.m]

DR. W LENSKY: Hugh, you indicated you'd like to
rai se an issue?

DR. LONG Yes, this is actually revisiting
sonet hing that we nmentioned this norning. Bill and | had a
chance to talk a little bit during the break and | al so
chatted with staff. | just wanted to raise this because |I'm
not sure what the conm ssioners pleasure m ght be.

It seened to us that there are several places
where in the preanble materials before we get to the
recommendations in the body of the report, we seemto nmake
sone fairly categorical statenents, sonme of which | think we
subscribe to but which took us a long tine to get there
through a ot of internediate steps that we haven't
necessarily put forward in this text.

I"min particular thinking about the | ast
par agr aph on page one where we cone to this concl usion and
say that hospitals -- the cost of providing enhanced patient
care are in fact the sumof recorded direct and indirect

costs. On page four, in the |ast paragraph of text,
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hospitals should be unwilling to pay for such training costs
w t hout any nention of possible subsidization. On page
five, the two m ddl e paragraphs right over 1V where we have
the formula, and then in the next paragraph where you say,
since residents are paying for the cost of their training,
Medi care is not paying for training costs.

In each of these instances, these may be correct
statenments given sone assunptions and prelimnary steps that
we made or subject to sone caveats about availability of
| MGs, sone other things. Bill and | have done sone
i nequalities, we've done sone bar charts, we've done a
couple of things that nmay or may not be useful which m ght
best show up in an appendi x or whatever.

But it's just our sense that in terns of
comuni cating the process we went through, we need to do a
little nore, and we need to put sone qualifiers in sonme of
these statenents, w thout changing any ultimte thrusts.

But al so then again, as | nentioned before, distinguishing
bet ween our description of the world as it is today wwth I ME
and DVE as we have structured it, and the world to which we
aspire

DR. WLENSKY: | agree. | think it's inportant.
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We have had both sone sidebar discussions as well as sone
general discussion about the fact that as a result of

Medi care policy there are sonme changes that exist now that
reflect the world as we know it, and we need to recognize
t hat .

The issue of how to put the context of this
di scussion, for the recommendations, wll be very inportant.
Again, to make sure that they capture the right order in
which to introduce these concepts is sonething that | think
will take a little bit of thought to get right.

Any ot her comments before we continue through?

We had gone through the paynents and ot her
teaching settings, and |'ve spoken briefly with both Bea and
Mary. M sense is that you' re confortable with that.

The sixth one was one that CGerry Shea requested
that we delete and just keep the discussion in the text, but
not meke it a specific recomendation. |Is there any

objection to that?

DR. KEMPER | actually would go one step further
and take it out of the text as well, at |least with respect
to the research and devel opnment and unconpensated care. It

seens to me we don't need to get into that in this report.



10

11

12

13

14

15

16

17

18

19

20

21

22

120

| think we do need to get into the issue of |abor force or
wor kf orce and that comes next. But this not only appears in
t he recommendati on but al so appears throughout the docunent
as a pretty pervasive point. | guess | would argue that we
ought to take it out of this docunent because it's not
really what this is about. This isn't about

di sproportionate share and other aspects of Medicare it
seens to ne.

DR. ROSS: You will need to cone back to this one,
| guess in March, when the discussion is on whether the
enpirical adjustnent and the policy adjustnent and the
estimated adj ustnment are one and the sane, because that's
what that feeds into.

DR ROAE: Isn't there arisk -- I'"'mnot sure
support -- | don't want to support |eaving the
recomendation in, but I do want to support |eaving sone
| anguage in with respect to disproportionate share needs.

If the whole idea here is that we're going to pay nore to
teaching hospitals than we do to others because we think
there's a better, nore valuable, or nore accessible,

what ever service being provided and we're trying to account

for that in various paynments, sonme of that gets |unped into



10

11

12

13

14

15

16

17

18

19

20

21

22

121

what we used to call GVE is really enhanced patient care.
But there are these other paynents too and it's all part of
what's getting paid to these institutions.

DR. NEWHOUSE: Unconpensated care is on the
revenue side. These other things are on the cost side.

DR ROVE: DSH i s on the revenue side.

DR. NEWHOUSE: | know. So it would be "the cost
of unconpensated care.” | nean, it's really a foregone
revenue; a person doesn't pay. You still have the cost of

treating them showing up in the cost report.

DR. ROAE: | guess what | was reacting to was the
fact that we want to purify the discussion down to a GVE-one
ki nd of discussion, collapsing that into this one paynment as
if these other paynents didn't exist or weren't valid or
weren't inportant or shouldn't be increased or decreased or
sonething else. It just seens to ne that it's valid to have
themin the discussion. | just don't feel strongly about
having this recomendation. This gets a little beyond our--

MR. MacBAIN. | think the recommendation though,
as witten here, would nove paynents, would nove for things
such as DSH from the current Medi care paynent stream and put

it into an annual appropriation. | think that's what
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CGerry's unconfortable about. | know that's what |'m
unconf ort abl e about. | don't think that's what we nean.

DR KEMPER: And that's what |'m unconfortable

DR ROAE: |I'mwth you there.

DR. KEMPER That's what's troubling me. But it
troubl es nme throughout the docunent, not just here.

DR. NEWHOUSE: But | agree, on a report on GVE we
don't have to reach that issue.

DR. WLENSKY: | think, actually consistent with
sone of the philosophy that's in here, that is consistent
with where it would suggest you would go. But we're not
asked at this point to opine on that, so | don't know that
we need to get into that.

MR. MacBAIN. It's another two-year discussion.

[ Laught er. ]

DR. W LENSKY: M/ sense then, unless there is
soneone who wi shes to speak otherwi se, we will take out both
the recommendation and the text relating to this point
specifically.

MR. LISK: You may want to have sone other text,

and | have to think about it in terns of how you do this.
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Because sone of this relates to other activities that
teachi ng hospitals do, particularly like research, which is
sone concept naybe incorporated in -- sone of those costs
may be incorporated into what is captured by the indirect,
if they translate into higher costs and are highly
correlated with the presence of residents, for instance.

So in ternms of the definition of trying to pay for
the efficient cost of a provider, that is in one context of
why we thought this was part of that debate. So |'m not
sure whet her sonme of that discussion -- you may still want
to have sone discussion in there related to that. So that's
why | just wanted to --

DR. WLENSKY: | regard it nore as what you would
try to knock out. Wat we' ve acknow edged is that teaching
institutions have higher costs, and we think in general
t hose higher costs are associated wth a service that has
enhanced val ue, and therefore we want to pay for it. If we
follow the | ogic of focusing Medicare on making sure there's
access to services for our Medicare popul ation, you m ght
want to say, but we ought not to include as part of Medicare
paynment those things which are really sonebody el se's

bai | i w ck.
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Now the fact is, enpirically we're probably not in
much of a position to say what that is, and politically it's
certainly not likely to happen. So | would say that if we
have this discussion in, it suggests knocki ng down sone of
the all owabl e costs and not including them

DR. KEMPER | have no problemw th that aspect of
it, but the way it's witten in here it's a nuch nore
general philosophical issue which for nme takes it to DSH
rat her than knocking out certain costs fromthe cost report.

DR. WLENSKY: | would agree. | would say that
the statenments in here, if they haven't raised in people's
m nds why exactly Medicare is paying for DSH when we don't
really think it's an access to hospitals for our seniors, it
shoul d have crossed your mnd, but that is the |ogical
extension. So we don't need to get into that.

DR. KEMPER. That's ny point.

DR. LAVE: | also would point out that we have a
nunber of recomrendati ons on DSH which are not exactly
consistently wwth this. W do have a whole -- | agree with
you with the logic, but I would al so point out that ProPAC
made a nunber of recommendations about how the DSH fornul a

shoul d be restructured.
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DR WLENSKY: As did MedPAC

DR. LAVE: And MedPAC concurred wth those. And
we had a very long discussion at that tinme about what was
the purpose of DSH | don't know whet her the argunent that
we gave at that tine was perfectly consistent with this
argunent, although we did sort of say that if the hospitals
weren't open, Medicare people couldn't get there. But |
think that we may want to have this less --

DR. WLENSKY: Let nme rem nd people, at |east as
recall, we've had two discussions of DSH in our March
reports. W basically chose to punt on the question about
whet her DSH was really an appropriate Medicare issue. But
rather said, if we were going to have DSH paynents, that
having a threshold different for rural hospitals and for
urban hospitals, and having the kind of distribution and the
definition of unconpensated care nmade no sense.

Because | think, although you can make the
statenents that if there weren't DSH paynents there m ght be
access problens, in fact | think you woul d probably not be
able to sustain that argunent too long. So we just chose to
take what | think was a reasonable position, given that we

had been asked to comrent about the DSH program that if you
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are going to have such paynents you ought to make sure that
you don't have these unlevel playing fields between urban
and rural and that you have a nore sensible definition of
unconpensated care, and really just didn't deal wth the
i ssue about why is this Medicare.

| would think that that woul d suggest here just
havi ng | ess conversation about these issues here. W don't
need to have that discussion here | don't think. | think
that it's only to the extent -- there nay be sone enpirical
i ssues that we will have to deal with when we attenpt to
estimate the appropriate all owable costs that we're trying
to account for. But we will do that within the context of
what it is we're trying to estimate.

So if that's all right, | think both taking out
t he reconmmendati on and not having general discussions about
t hese issues woul d be better.

Ckay, nunber seven.

DR. LAVE: | have no problemwth this
recommendati on. However, in deference to ny role as a
Medi care conm ssioner | would point out that we probably --

DR. RONE: And the child of a 92-year-old.

DR. LAVE: Going on 93. But | will tell you that
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she is being taken care of under the Canadi an health care
system so ny recomendations will not influence the care
that my nother gets. So having said that...

But it does strike nme that -- | think that we
shoul d point out that the prices that we pay for services
whi ch are provided to Medicare beneficiaries, recipients
primarily -- that is, that they are predom nantly received
by Medicare beneficiaries. And if there are a certain set
of suppliers; i.e., geriatricians, that treat that patient,
then Medi care paynent policy will nore directly inpact that
market. So | think that for part of the market that our
paynment policies are much stronger than are stated here, and
| think we have to say that.

DR. NEWHOUSE: The question is whether we have to
say it in the recommendati on.

DR. LAVE: No, | have no problemwth the
recomendati on.

DR. NEWHOUSE: That Medicare policies wll affect
t he workforce i s undeni abl e.

DR. LAVE: No, but basically I'm I ooking at
di scussi on here where you say, supply mx. But we don't

really point out here that there are certain types of
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services that are used primarily by Medicare beneficiaries,
and how we pay for those -- that may be supplied by certain
types of providers, and how we pay for those, will have a
| arger --

| mean, Medicare's paynent policies are going to
affect the supply of geriatricians. |If we don't pay for the
services that they provide, we won't get them

DR. WLENSKY: Now are you suggesting this as a
part of the text or as a part of the recomendati on?

DR. LAVE: As part of the text. That there has to
be a stronger statenent that --

DR. NEWHOUSE: Maybe to nake the text consistent
with that then we need sonething like, in general, or
i nsof ar as possible, that preferences the recommendati on.

DR. LAVE: That's right. But | just think that we
have to realize that --

DR WLENSKY: $200 billion will have an
i nfluence.

DR LAVE: $200 billion will have an infl uence,
and that there are certain providers --

DR. ROAE: As stated, the recommendation i s w ong.

DR. ROSS: Wiy don't we clarify the intent of the
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recommendation by putting in sonething |like, policies
intended to affect federal health workforce, as opposed to,
policies intended to provided health care services that
incidentally affect workforce?

DR. LAVE: Yes. | nean, | don't think you want to
do targeted -- but it's just this interaction has to be
explicitly recognized, particularly for services which are
used primarily by Medicare beneficiaries.

DR ROAE: I|.e., and we can list them

DR. LAVE: W could i.e., geriatric assessnent. |
don't know what they are: end of life care. W know there
are going to be -- how we pay for services are going to
i nfluence the providers that cone forward to provide them

DR. LEVERS: | agree, and | think it should be in
the text. | don't have any real problemwth the
recommendati on except again trying to spell out sonme of the
specific targeted prograns. |'mnot quite sure that's going
to be clear to individuals interpreting this.

W' ve spent the norning tal king about a nunber of
i ssues and we've said on several occasions that the
resident-to-bed fornula has brought forth an excess of

residents. But we don't have any evidence to say that. W
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all believe that, and there is sone enpirical evidence to
suggest that. But that's a workforce problemthat we' ve
inmpacted. And | think for us to be silent on this is wong.
| agree with Judy. | think it should be in the text,
however .

But | need to ask Murray, we were directed to | ook
at workforce issues by the BBA. What we're saying to
Congress, | amassumng, is that we don't agree with them
that it's not our choice. | think what they said is, they
don't have anybody else to do it, so you guys are pretty
smart, you do it. So | think sonewhere we have to address
that it's just -- it's not a Medicare issue. But |'ve got a
feeling they didn't give it to us as a Medicare issue. So |
just wanted to bring that point out.

| don't know what the feeling, what your comments
with the H Il have been on that. | just think we need to
put sonme comment on how we are inpacting it, but that this
is not sonething that is directly related to Medicare. It's
a much broader context. That's why |I don't have any probl em
with the recomendation. But there needs to be nore in the
text rather than a paragraph.

DR. WLENSKY: But | think that when you | ook at
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the BBA charges, there were overl apping directives to three
different groups. That's why, although | agree with your
bottomline direction that we need nore discussion of this
i ssue, and particularly acknow edging the fact that a $200
billion programw || have effects on the supply of services
and professionals as a result of that.

But there were directions that overlapped with
direction given to the bipartisan conm ssion, and nore
inmportantly for this purpose, the directions to the
Secretary in terns of producing a report. So | don't think
we have to look at this as though we are the only group that
has been asked to | ook at nost of these issues. Mst of
them although not all of them had sone overl appi ng
assi gnnent .

M5. RAPHAEL: |I'mtrying to get the salient points
here. One of the things that inpressed ne in our
di scussions at the retreat was that Medicare is an
ineffective instrunent of effecting change in the workforce.
But we are saying here that Medicare paynent policies should
try to avoid distortions in that marketpl ace.

DR. NEWHOUSE: Yes.

MS5. RAPHAEL: Are we al so saying that Medicare
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paynment policies should try to enhance certain el enents of
t he wor kf orce?

DR. WLENSKY: Not unless you have sonme strong
reason to believe that with appropriate paynent that there
woul d be sone need for intervention. | think in general our
attitude has been that if we don't distort the paynents,

t hat woul d be adequat e.

M5. RAPHAEL: That's what we want to attain.

DR. RONE: | thought what we were saying was that
we are focusing our concern on access to services.

DR. W LENSKY: Right.

DR. ROAE: And that issues related to workforce
are secondary. To whatever extent changes in our paynent
policies are ainmed at enhancing access to services that we
think are valuable and currently not as avail abl e as
optimal, then that m ght have an effect on workforce. But
that woul d be a secondary effect. Qur concern is access to
services on the part of the beneficiaries.

DR. WLENSKY: That's correct.

DR. NEWHOUSE: Also, the first order effect for
things like geriatric assessnent is going to cone through

paynment for the service and not through the GVE setting.
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DR. W LENSKY: Right.

DR. ROAE: That's what we're saying. That's what
| thought Judy was saying should be in here, and that we are
aware -- we are not so naive as to think that this program
doesn't influence workforce. But we want to influence it
t hrough the mechani sm of services because we're concerned
that otherwi se we may not get the services, we'll just w nd
up spendi ng the noney.

MR. MacBAIN. A couple of points on this. One is,
| think we've got an inconsistency. Earlier in the report,
| think it's on page 11, we're recomendi ng continuation of
the per-facility resident caps in the BBA in the context of
the resident-to-bed ratio. If we're elimnating our belief
that the resident-to-bed ratio needs to be part of the
formula, then we've also elimnated that need, which brings
us into -- which lets us be consistent wth this.

O herwi se we're saying on the one hand, no, we
shoul dn't have Medicare get into the question of the nunber
and m x and geographic distribution, but it should still
continue to i npose caps on the nunber of residents, which is
exactly what this says now

DR NEWHOUSE: What if we added a sentence?



10

11

12

13

14

15

16

17

18

19

20

21

22

134

Sonething |i ke, insofar as possible, Medicare should avoid
di storting the market, which would then speak to the
rational e for the caps.

DR. ROSS: You've identified a basic conflict
bet ween two constraints that you' re not going to be able to
escape. It's one thing to say that we've elimnated the
resident-to-bed ratio fromour thinking, but it's not clear
that we've elimnated it in any practical sense.

DR. ROAE: Sure we have.

MR. MacBAIN. This is a theoretical framework. W
can elimnate fromthat in any event.

DR RONE: W've elimnated the incentive
conpl etely.

DR. ROSS: But that statenment to which you're
referring, Bill, is again to the -- if you're in a world of
the second best and you're working with a nmeasure that's a
proxy for the enhanced patient care, you' re going to have
sonme uni ntended consequences. And one of the things one
could do with those uni ntended consequences is preserve the
provisions in BBA. You don't have to say it that
explicitly, but just --

DR. W LENSKY: | think that what we can do,



10

11

12

13

14

15

16

17

18

19

20

21

22

135

because at this point we have not resolved what the
enpirical estimation is going to actually look |ike, we can
couch it in a nore conditional manner. Wich is that if we
are able to cone up with a fornmula that does not have the
uni nt ended consequence of encouragi ng nore residents, then
there would not be a need for this to continue, if we are
not able to do so.

MR. MacBAIN. Except as necessary to avoid
di stortions el sewhere in the paynent stream

DR. W LENSKY: Exactly.

MR. MacBAIN. The other point is, in reading the
par agraph under the recommendation it seenmed to ne that we
were saying nore than we neant to. W were talking about
nmore than just workforce policy. | read this as questioning
critical access hospitals or other nodifications to paynent
that deal with exactly the issues of inproving access in --
the last line of that second paragraph, broader issues
related to access to care for select communities, is indeed
sonet hi ng that Medi care does do through its paynent policies
and in the past we've supported.

So I'd feel nore confortable either renoving that

whol e paragraph or rewiting it to focus it only on
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wor kf orce i ssues.

DR. WLENSKY: Yes, | think when we go back to
reflect the other comments there needs to be sensitivity to
this, that what we're reflecting on is the workforce, not
unconpensated care, not the DSH i ssues, and not these other
i ssues as wel | .

DR. WAKEFI ELD: On that sane paragraph that Bil
was speaking to, the one line in that paragraph that just
creates a bit of a problemfor ne is the second one that
acknow edges that some beneficiaries will or may have
difficulty obtaining care because of under-supply of
professionals in their community. Wthout a doubt, | agree
whol eheartedly with the second part of that sentence saying,
this isn't just Medicare's problem This is a much broader
i ssue for under-served communities and vul nerabl e
popul ations, et cetera. It isn't just Medicare's problem

Further on we say, step up to the plate and ensure
that policies don't distort the market. But it seens to ne,
and maybe |I'mjust sensitive to it and shouldn't be this
way. It seens to ne that that |anguage, they may have
difficulty obtaining care, strikes nme as a, well, you know,

that's sort of too bad. They may have -- it's alnost an --
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there's an insensitivity to that notion, fromny
perspective, and perhaps even to what it may represent.

| guess ny question is, does the Medicare program
have any obligation to hel p neet the needs of those
beneficiaries? Again, recognizing that that's our -- |
agree whol eheartedly, this is a bigger issue than just
Medicare's issue. But that phrase is a bit problematic for
ne.

DR. WLENSKY: | think that what we nay want to do
is reference sone of our other reports. After you' ve gone
t hrough a couple of these cycles you will start to hear
things that sound very famliar. W have, on nunerous
occasions, at |east a half-dozen years in PPRC when we were
doi ng access to care reports, indicated that as best we
could tell there was not systematic access problens for the
Medi care popul ation. The few places in which there appeared
to be so-called hot spots were places in which there were
clearly recogni zabl e problens that were not uniquely rel ated
to Medicare.

So this is an issue that we have dealt with
repeatedly. That when this has occurred for the Mdicare

popul ation it is because they are living in an area where
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there are major access probl ens.

VWhat we may be able to do is just to have a
reference. So this was -- again, for those of us who have
read through those chapters a hal f-dozen tines over a half-
dozen years, it evoked a whole string of other comments that
went with it. But we can't assume our readers, nor our new
conm ssioners, have that, so | think it mght be helpful to
just reference sonme of this so that we get people to
understand the context in which we nake that statenent.

DR. WAKEFI ELD: That, and | think your point just
supports the latter part of that very sane phrase -- | nean,
basically that's what you're saying, it's been reflected in
previous reports. That is, | think there are broader
i ssues, there are hot spots. It isn't just Medicare
beneficiaries adversely affected, it's kids, it's whoever
el se mght be residing in that comunity, wherever it is. |
under stand t hat.

| guess ny question is still, is there any
responsibility on the part of the Medicare program beyond
support for things like critical access hospitals, et
cetera? |Is there any responsibility through Medicare for

access to providers, ensuring that?
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DR. WLENSKY: | think our assunption has been in
the past that resolving that problemis too big for Mdicare
to do. Medicare is, sonebody used the term a very
inefficient instrunent to try to resolve what is a
fundanmental |y bigger -- an issue that is not related to
Medi care policy, per se, and that is unlikely to be resol ved
by Medicare paynent policy. That it has to do with other
areas. W can try to, again, reference sonme of the work
t hat both MedPAC and earlier conmm ssions have done on this.

DR. WAKEFI ELD: | understand your point.

MR. MacBAIN.  Just to follow through on that,
particularly since we've renoved recommendati on six, we nmay
want to throw back in a few words saying, these are
i nportant issues, inportant to the conm ssion.

DR. W LENSKY: Right.

MR. MacBAIN. We're not saying that the governnent
shoul dn't do sonething, or sonebody ought to do sonething,
just not through Medi care paynent policy.

DR. WAKEFI ELD: Ri ght, that woul d be hel pful.

DR. W LENSKY: Further comments fromthe
conm ssioners before we go to public comrent?

Ckay, let ne open it up to the public. If you
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want to speak, identify yourself and please try to keep your
coments and questions short.

MR, ZI CKLER: Thank you, Madane Chair. [|'m Bob
Zi ckler fromthe Association of Anmerican Mdical Coll eges.

First, | want to take the opportunity to thank and
commend the conm ssion for the very thoughtful and far-
reachi ng di scussion that you' ve had. You' ve spent an
enornous anount of tinme on this topic. | think we've al
benefitted from hearing your insights, and clearly your
report will benefit fromthe discussion and chall engi ng that
has gone on between conm ssioners and the staff.

As | listen to the discussion, and as we've
t hought about the conversations of MedPAC on this topic, |I'd
like to make a suggestion and then a comment. The
suggestion is that, at |east from our perspective, the
comm ssion is proposing a framework that will replace a
framework that has been in place for -- depending on your
perspective -- 15 or 30 years. Nanely, that it is
appropriate for Medicare to pay for graduate nedica
educati on.

There are many references and conmttee reports.

It's clearly part of the statute. |It's clearly part of
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regul ati on.

| have not seen your report, and it may already
contain this, but it strikes me that it would benefit
Congress and others to have the old franmework and the new
framewor k | uxt aposed agai nst each other, and the relative
strengt hs and weaknesses of each framework articul ated, as
wel | as the consequences that the conm ssion feel need to be
dealt with, that are best dealt with in the new framework
versus the old framework

| recognize that sone of you feel the old
framewor Kk may never have existed or was never appropriate.
But nevertheless, it is one that has been in place. And |
think as people try and understand the new franmework, that
t hat woul d be of val ue.

The second comment |1'd |like to make really stens
fromthat, and that is to ask the conmssion in its
continuing deliberations to consider the ramfications of
Medi care essentially adopting a position which says it is
i nappropriate for Medicare to support graduate nedica
educati on.

| think that is the headline of the framework that

you have proposed in your discussions today, and that |
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anticipate that you are going to adopt.

We tend to believe that there are a nunber of
ram fications, maybe sone of which are unintended, that may
emanate fromthat decision. And we believe that it would
potentially undercut one of the strengths of Medicare's
hi storic policy, which fromour perspective has been to
pronote quality graduate nedi cal education, to hel p nove the
field away from an apprenti ceship type systemto one that
focuses on educational content, educational quality,
accreditation, and the resident as a student versus the
resident as a pure provider of service or enploy.

We do not believe it would be in the interest of
t he Medi care popul ation, of the general public, of nedicine,
to nove away fromthat position. W believe we're all well
served by an educationally oriented graduate nedi cal
education system And | believe personally that all or nost
of you believe the sane.

But it is possible that when Medicare decl ares
t hat graduate nedi cal education should not be supported by
Medi care, that then is picked up by other payers such as
Medi caid and private insurance, who say we too should not

support it. And we then nove into how you inplenent the new
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f ramewor k.

You may inadvertently undercut sonme of the very
structure and fabric of graduate nedi cal education, whether
it be accreditation, who is a resident, the val ue of
education, and its inport for the future of society and the
quality of health care in the United States.

Now | know how difficult it is to prognosticate
the future, but | think those are topics of such inport that
to the degree you can include themin the things which you
are going to investigate, and even hold out the possibility,
if you consider it appropriate, that as you explore the
consequences of the new framework versus the consequences of
the current framework, that it may be that while the new
framewor k has better appeal and better roots in econonc
theory, its actual consequences nmay not be better in
practice than that which we already have in place. And
therefore, it should potentially not be adopted.

We | ook forward to your witten report. W | ook
forward to the opportunity to comment on it, and to continue
to work with the conm ssion and the staff and all of the
interested parties on these issues.

Thank you.
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DR. NEWHOUSE: Thank you, Bob. You bring up a
point that had occurred to nme, and that we should probably
have di scussed, which is going back to the original statute,
about Medicare was to pay for its share of nedical education
costs.

| think the | ogic of where we have gone is to say
that, in practice, those costs are going to inevitably be
borne by the resident, so that whatever -- Medicare's share
of zero will still be zero.

The | ogic, however, that we have holds for the
ot her payers as well. For exanple, Medicaid should al so
tal k about whether it wants to pay for the product of the
teaching hospitals. But | don't know that we can answer
that. But thank you for your points.

DR. W LENSKY: Again, | think the issue that was
raised with regard to the framework of trying to get people
to understand how we are | ooking at this issue, and how at
| east the verbiage of the past setting | ooked at the issue
will be very inportant. | think we've been very careful to
say that we are not going to use terns so that people --
what ever they paraphrase -- will not be able to direct quote

our saying a recomendation of not paying for graduate
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medi cal education, because we're not having that as a
specific recommendation. But what we are going to try to be
very clear of us saying that we want to be sure that seniors
have access to the enhanced services that go on in teaching
i nstitutions.

We think that's basically what we were trying to
pay for previously. W're going to try to acknow edge it
explicitly and do a better estimation of making sure that we
are not going to shut out seniors fromthese nore costly
institutions that are providing a service that we think
represents enhanced patient care.

Whet her we will be able to change how peopl e both
t hi nk about and tal k about Medicare paynents will be a
challenge. One of the interesting exercises that | tried to
do when | was at HCFA is to press the concept of coordinated
care rather than managed care because it wasn't clear that
anybody was happy using that term And people in particular
didn't like the idea of sonebody managing them |et alone
their care.

And |'d say probably nine years | ater one out of
five or six times maybe people use one termrather than the

ot her. Changi ng people's terns, changi ng people's thinking
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on an issue is a long and slow process. But | think it is

i nportant that the second part of your statenment is actually
not what we're reconmmendi ng and we hope we can try to get
peopl e to understand that that is not our statenent.

But we will have to be very careful about how we
explain what it is that we are proposing, so that we have a
fighting change to have the framework understood and, as the
enpirical portion is avail able, have that understood as
wel | .

M5. HELLER  Karen Heller with the G eater New
York Hospital Association. Bob, thank you for your
comments. | want to think about that a | ot.

Wth respect to the labeling of things, obviously
you' re consi dering nedical education and all owabl e costs.
There's a difference between all owabl e and increnental.

Al owable to the extent that it's substituting for other
things, it's still in the cost base.

| think there's sone conceptual appeal to | abeling
the parts that aren't specifically education as what they
really are with respect to the ability to negotiate with
private payers and with Medicaid as well. Because IME is soO

anor phous right now. And because we use resident as a
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proxy, people think that it's resident training.

We get so nmuch resistance to that, it would be
very helpful if we could find a better proxy or sone other
way to accurately label it that will appeal to the public,
to the other payers.

Actually, a comment that | did want to nake,

t hough, is a very, very technical one. As we try to nove
sonme of these costs fromthe | ME bucket into the case m x
bucket, | think it's also appropriate at this tinme to fold
capital into this discussion, because the transition period
is about to end and it's time to certainly have a unified
paynment for the single unit of care.

DR. W LENSKY: That was certainly the intent, in
bringing capital onto prospective paynent, that ultimtely
you woul d be able to have a single paynent rather than
separ at e paynents.

On a somewhat |ighter note, we are struggling with
what to call our enhanced patient care paynent. W would
like to invite our listening audience that if they have a
better term that they share it with us. W'IIl decide
whet her or not there is a reward for this unofficial

contest.
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DR. LAVE: You should have a site on the web site
for people to throw in names. W should give an award,
maybe di nner with the comm ssion?

[ Laught er. ]

DR. WLENSKY: |Is that the winners or the | osers?

MR. G BBONS: M nane is Janes G bbons. |'mhere
pinch-hitting for Stu Plumrer, who's had surgery this week.
He's the executive director of the Association for dinical
Past oral Education. W' re anong that unnaned group of other
health care professionals. W are graduate and post-
graduat e education, do a lot of the training, nost of the
training for hospital chaplains around the country, and
i ndeed parts of the world.

| appreciate so many of the values that are
expressed and the work that this comm ssion is doing, but
especially the focus on the availability of services and the
concern about shifting the paradigmin ways that m ght
produce uni nt ended consequences, just |ike the current
par adi gm has done the sane thing.

So I want to speak fromthe point of view of our
organi zati on, as one of those potential parties affected by

the change in the paradigm |If |I mght cite just a brief
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exanple, until a recent job change for nme, | was associ ated
with a hospital in Gak Lawn, Illinois, part of Advocate
Health Care, an eight hospital system [It's about 800 beds.
Many of the people, of course, that occupy those beds are
seniors. Indeed, a disproportionate nunber of them related
to the popul ation, are there.

In the course of any given year, our staff,
approximately half of whomare residents as we use the term
that is to say people in training as graduate or post-
graduates. They are doing about 300 to 400 consultations on
advanced nedi cal directives every year. They see 500 people
and their famlies who die every year in that particul ar
hospital. They do 400 to 500 ethics based consultations
about treatnent decisions, ranging fromchoices patients
must confront about whether to enbark on a course of
treatnment or indeed whether to withdraw fromtreatnent or
life support or many ot her aspects that you're quite
famliar wth.

We have nine ICUs in this particular hospital. A
great many of those beds are occupied by seniors, as you
woul d know. And they do require very substantial -- and

deserve a very substantial anmount of spiritual care and
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support.

So let nme go to the virtue of the current
arrangenent and ny concern about the future. In the current
arrangenent of cost recovery, of reinbursenent for
educational prograns, there is sone direct tangible support
that goes to our training effort and to the services
therefore that it provides.

There is a linkage there that is actually quite
positive and hel pful. |If overhead or DRG ki nds of
rei nbursenent replace sonmething that is programspecific, it
is entirely possible that the services that are represented
in the now rei nbursed prograns may al so becone invisible or
di sappear.

In other words, there is a constructive |inkage
bet ween the service provided through the virtue of having an
educati onal programthat needs to find sone formof renmedy
in the policy that you re shaping so that we don't throw
sone of the offspring out with the bath water here.

| haven't heard so far, nor read in your
del i berations earlier, how you m ght propose to not have an
uni nt ended consequence of that support, not only for ours

but for other simlar prograns.
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DR. WLENSKY: Let nme try to respond just briefly
to the issue, because it's a nuch broader issue than the one
programthat you raise.

There is nothing nowin the statute that forces a
| i nkage or a flowthrough of the funds that are granted
under the so-called educati on paynent to specific prograns.
The cal culation is how the noney is cal culated that the
institution receives, and what happens to funds thereafter.
Money mingles, in any case, and what happens to funds is up
to institutions in ternms of how those specific funds are
di rected and used.

What we are proposing is to recogni ze that
institutions that have training, such as | would presune the
one that you're referencing are, as part of their providing
enhanced patient services, subject to increased costs. And
we want to recognize those increased costs.

Whet her or not the paynent will be based on a
resident intensity or a nunber of residents will depend on
whet her we can find a different way to estimate that
relationship. W'd like to, because we'd |like to get away
fromthe incentive that the nore you have the nore noney you

get, subject to the cap that was introduced in the Bal anced
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Budget Act. We think that's not a very good incentive.

The point of what |I'msaying is that the
institutions who have prograns such as yours that are part
of why these institutions are nore expensive, because of the
enhanced patient care, will continue to receive nore noney,
either on a per resident basis or not, depending on how
clever we are in the estimation and in the vagaries of what
the empirical world actually | ooks |ike.

And there is no nore reason that these
institutions can't direct funding toward various activities
t hat have nade them nore expensive than they did in the
past .

VWhat we're trying to recognize is the services
bei ng produced that we want to nake sure that seniors have
access to, that cost nore noney. And that it is what has
been done in a clunsy way, in the past, we are trying to
recogni ze that this is what was going on, but to do it nore
directly and to hopefully cone up with an estination that
has fewer unintended consequences.

The reason |'msaying this is because, as you can
i magi ne, not only have Murray and | received letters from

your organi zation but froma nunber of others. And we think
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that it's inportant that people understand that, although it
may | ook |ike we are taking away this education paynent, we
are nore directly doing what we think was intended anyway,
whi ch was to make sure that we recognize from Medi care
paynments that certain kinds of institutions have higher
costs. And that either they are recognized in the paynent,
or that seniors won't be able to go there. And that all ows
for an appropriate recognition.

And we may or may not be able to do it wthout the
uni nt ended consequences of encouraging nore residents to be
a part of the program which we don't think was ever
intended. It was just a fallout at the tine of the paynent
to the basis that was used for paynent.

So again, we wll have to work very hard in our
written docunent to try to nake it understood how peopl e had
tal ked about the issue before, what we thought was really
happening with the noney, however they spoke about it, how
we are trying to get people to think about it, and what we
t hi nk the consequences of doing it this way will be for
institutions. And we will see whether we can try to make
sure all of us as comm ssioners, when we are explaini ng what

it is we are proposing, we'll all be in the position of
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having to do that, of wanting to do that, that we al so have
away totry to explain what it is we're proposing and why,
and what we think the consequences of noving to this system
are.

But | think it will be very inportant that the
notion, either that we were really paying for education in
the past be put to rest, or that we're not paying for the
i ncreased costs associated with institutions that do train,
al so we hope will be put to rest. But we'll see.

M5. TODD: |I'mGeta Todd with the American
Associ ation of Nurse Anesthetists.

| wanted to just, first of all, thank you for your
work and | | ook forward to seeing your report at the end of
this exploration.

| wanted to just raise one issue that was briefly
brought up, | think by Dr. Wakefield, and just briefly
discuss. | really want to urge the conm ssion to thoroughly
expl ore and exam ne the role of non-physician providers in
this new framework. There are many health care
pr of essi onal s who add both value and cost, in the course of
their training, to the Medicare beneficiaries' care.

So we're really urging that you fully exam ne
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this. There are hundreds of thousands of Medicare
beneficiaries, as you know, who receive care from non-M D
providers, especially in rural areas. And to neglect their
role in the system woul d have probably a very negative

i npact on not only the beneficiaries but also the hospitals
and t he providers.

So | would encourage you to ook at that. Thank

you.

DR. W LENSKY: Thank you

Any ot her comments?

DR. WAKEFI ELD: I'mstill trying to learn the
patterns here, Gail. 1'Il get it by the next tine.

DR. WLENSKY: Normally we don't respond to
comments fromthe public. This has obviously been a speci al
issue, in ternms of the interest and the anount of tine that
we have devoted to it.

DR. WAKEFI ELD: | just wanted to ask a question
and | m ssed ny opportunity earlier.

In part of the text in the docunent on page si X,
we tal k about using a team approach in providing care in
anbul atory care settings and an acknow edgenent of the

attendi ng physician and resident both providing care, et
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cet era.

The question that | have actually relates to team
defined nore broadly, and that is interdisciplinary teans.
| f care was provided by an interdisciplinary team so we're
in atraining situation but there's enhanced patient care
that costs nore, so enhanced patient services -- again, an
interdisciplinary team [|'mnot talking just about this
nore narrow application of the word team

Wul d that be a set of circunstances that m ght
qualify for enhanced paynent, if it nmeets those criteria?

DR. WLENSKY: If we can figure out to nmeasure it.

DR. WAKEFI ELD: There is the problem | know.

DR. WLENSKY: No, in principle, ny sense is yes.

DR. WAKEFI ELD: It would seemto ne, in the
application of those criteria, that would be the case.
wanted to validate that. Thanks.

DR. WLENSKY: If there are no further comments,
we wll be distributing the paper to conm ssioners as soon
as it is available. You will be notified as to how nuch
time you have for comment.

W will be neeting again around m d- Septenber. W

wi |l obviously give you information prior to that, as well
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j ust make

sure that you renenber the short tineline we' re under

[ Wher eupon,

adj our ned. ]

at 3:07 p.m,

the neeting was
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